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CpIRE 
Telelipe 


e STREAMLINE PAPER WORK 
@ CUT DOWN ON ERRORS AND OMISSIONS 
e CUT COSTS AND INCREASE EFFICIENCY 


Office automation is no fearsome “bogie”... 
but a beneficial, easy-to-manage aid to modern 
business. A key to automation is Private Wire 

: ‘TVeletype which provides the interconnecting 
y link between all standard business automation 
e machines using common language tape. 
Your CP-CN communication specialist will be 
glad to explain the many advantages of 

PW Teletype and its application to your office 

automation programme. Just call your 
nearest Telegraph office. 

CP-CN Telecommunications serve all Canada 
. and are linked with Western Union 

for Canada-U.S.A. PW Service. 
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Send for new FREE BOOK 
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JUST PLUG IT IN 
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UNI-MATIC copies anything written, printed, typed, 
drawn or photographed, right in your own office. 


The brand new Apeco Uni-Matic Auto-Stat 1s the greatest advance- 
ment in office copying in the last ten years. It is the culmination of 
many years of research and engineering by Canada’s leading manu- 
facturer of office copying equipment. 

This revolutionary new machine makes copies in less than half 
the time of any other photocopy maker. It is so simple to operate— 
anyone 1s an expert the first time he uses it. The Apeco Uni-Matic 
Auto-Stat copies from any orginal — any color — on opaque or 
transparent paper . printed on one or both sides. It 1s handsome 
compact, and light weight. Offers hundreds of time and money saving 
uses for every business at a price within the budget of the smallest firm 
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Apece of Conede, iid., CCA-58 


134 Pork Lawn Rd, Toronto, Ont 

Rush me, without obbgation your new free 
book on the revolutionary new Apeco Um 
Matic Auto-Stat I understand this book 
explains office photocopying apphcations in 
detail and shows how my business can greatly 
benefit by the use of thus modern copy-maker 


Company ___Type of Bus 
Address 
City Zone Pra 


Induidual Title = 7 


In USA American Photocopy Equipment Co. 2100 W. Dempster St. 
Evanston, Il! 

In Mexico Apeco de Mexico SA, Ignacio Estva ® 
Esq Jose Moran, Mexico 18 D.F ., Mexico 
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First 
Bank: 





Bank OF MonrTREAL 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 
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Government of Canada Bonds 
and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domouon Secures Geen. Lintrep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 





REDUCE 
FIGURE-WORK 
EYE STRAIN 





there's far less eye strain and resulting fatigue with 


3 nownine OPTIC EZ —_ 


HERE'S WHY—Optic Eze Analysis Pad sheets feature a new 


= A combination of special ruling ink and paper that reduce eye 
' RNAS strain and subsequent mental fatigue whether you work by 





4 natural light, artificial light, or a combination of both. A 
we welcome relief for figure and statistical workers who have 
been plagued with the eye strain problem for such a long, 
long time. Send the coupon for free sample and test OPTIC 
seas EZE yourself. 
AVAILABLE IN 
1 100—Feint 1103—3 column 1105—5 column 1107—7 column 


1102—2 column 1104—4 column 1106—6 column I1'2''x 8" pad, 50 sheets, 7-hole punch 


BROWN BROTHERS emir 


25 Waterman Avenue, Toronto 16, Ontario 
Please send me a free pad of OPTIC EZE ANALYSIS SHEETS. 


1 would prefer................ columns. 
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funds working. Call us for information on: 


¥ Treasury Bills 
Vv Government Bonds 


Vv Instalment Finance Notes 


@ Company Treasurers- 
We can help you keep your short term 


McLeon, Youns, WEIR & COMPANY 


50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 


A new trust company, known as 
The Bank of Nova Scotia Trust 
A New : Company (Bahamas) Limited, has 
. been formed with headquarters in 
Nassau. 


T; rust Service ; The Company will provide a full 

range of trust services to individu- 

‘als and corporations, including 

Fi or Your . management services for holding 
companies. 


Clients . Inquiries may be directed through 
iceemeaemmaes any branch of The Bank of Nova 
Scotia in Canada or abroad. 


THE BANK OF NOVA SCOTIA 


your partner in progress 
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W. A. EDGE (page 424) 

William A. Edge, who is manager 
of the research department of Nesbitt, 
Thomson & Co. Ltd., Montreal, con- 
tributes to the series of articles which 
have been published in recent issues 
on Canada’s investment business (see 
CCA Feb., Mar., Apr. 1958). In 
“Trends and Patterns in Post-War Fi- 
nance”, he reports on provincial and 
municipal government financing and 
some of the more significant develop- 
ments in recent years in industrial fi- 
nancing. He goes on to discuss 
“rights and warrants” and such ques- 
tions as “unit” financing for pipeline 
construction and secured notes used 
by acceptance companies. 

Mr. Edge is also part-time lecturer 
in corporation finance and investment 
analysis at Sir George Williams Col- 
lege, Montreal, and, for the past five 
years, has acted as regional director 
of the Investment Dealers Association 
of Canada. A graduate of McGill 
University, he was formerly associated 
with the estates department of the 
..Royal Trust Company, Montreal. 


M. E. WRIGHT, C.A. (page 429) 


Because, owing to their many other 
duties, the trustees of a charitable or- 
ganization are often unable to give 
as much time to its detailed operations 
as they would like, and since the 
calibre of the staff is, in some in- 
stances, not up to that of most com- 
mercial enterprises, the responsibili- 
ties of the auditor to the trustees and 
to the public are of particular import- 
ance. For this reason, Michael 
Wright urges in his article “The Au- 
ditor’s Role in Charitable Organiza- 


898 


tions” that the auditor sees that the 
statements on which he is reporting 
are as clear as possible and that he 
directs what influence he can to hav- 
ing the year’s statements form part of 
any fund raising campaign literature. 
The author expresses the view that, 
because the auditor is often forced to 
take on a role almost equivalent to 
that of an officer of the charity, he 
should assist in every way possible 
towards its all-round improvement. 
The article concludes with a word of 
advice on the auditor’s fees. 


After graduating in Political Science 
and Economics from Trinity College, 
Toronto in 1952, Mr. Wright joined 
Clarkson, Gordon & Co., Toronto and 
obtained his certificate in chartered 
accountancy in 1956. He is a mem- 
ber of the Institute of Chartered Ac- 
countants of Ontario. 


HERBERT HARTLEY, C.A. (page 417) 


Much of the success in beginning 
a practice comes from cultivating 
people, creating confidence, extending 
courtesies and contacting new ac- 
quaintances. Insufficient experience 
and lack of determination to struggle 
through many discouragements are 
possibly the chief causes of failure. 
However, according to Herbert Hart- 
ley in “Problems of Starting a New 
Practice”, there are many additional 
preliminary considerations such as lo- 
cation, timing and financial require- 
ments which all play an important 
part in coping with the situation. 
“The best average guess seems to be 
that a progressive community with 
50 businesses, counting even the 
smallest, can support a small account- 
ing office,” the author reports. 

The article is built around Mr. 
Hartley’s experience when he opened 
an office for McDonald, Currie & Co. 
in Edmonton in 1952, where he is a 
resident partner. He obtained his 


Continued on page 400 
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Indispensable for sound 
| business planning 
and control... 


Accountants’ 
Handbook 


The Authoritative key 
to sound principles, 
successful practice 


over the entire field of 
commercial and financial 
accounting. 4th Edition 
of this world-famous guide 
offers expert advice for 
everyone who uses ac- 
counting information or 
helps to prepare it, 


Public accountants regularly consult 
the Handbook in planning and execu- 
ting audits, in undertaking systems 


work, in deciding important questions 
of policy and precedent. Accounting Person- 
nel and staff accountants refer to it for 
sure guidance on fundamentals, terminology, 
form and procedure — for clear coordination 
of accepted theory and practice. Treasurers 
and Controllers rely on the book in maintain- 
ing efficient controls; cutting organization 
costs for personnel, records, machines; co- 
ordinating work of accounting and other 
departments. Businessmen everywhere find 
the Handbook indispensable for quick advice 
on accounting and related factors affecting ex- 
ecutive pay plans, dividends, depreciation, etc. 


29 Information-Packed Sections: 
Financial Statements — Operating 
Reports, Controls — Investments — 
Land, Leaseholds, Realty—Intangible Assets 
—Liabilities—Paid-in Capital—Retained Earn- 
ings, Appropriations, Dividends—Partnership, 
Governmental, Institutional, Fiduciary Ac- 
counting—Taxes—Depreciation—The Independ- 
ent Accountant, Etc. 

RUFUS WIXON, Editor-in-Chief; WALTER 
G. KELL, Staff Editor; with Board of 28 
Contributing Editors. 407 ills., tables; 1,616 
pp. 6 x 9. $15 


Other famous RONALD Handbooks: 


COST ACCOUNTANTS’ HANDBOOK ...... $12 
FINANCIAL HANDBOOK, 3rp Eb. 

REV. PRINT Se 12 
FORESTRY HANDBOOK, 6 x on ——- 
MARKETING HANDBOOK 12 
MATERIALS HANDLING HANDBOOK, 

6x9 : 20 
PERSONNEL HANDBOOK 12 
PRODUCTION HANDBOOK, 

2ND Eo., 6 X 9 . : 16 


—-—- USE COUPON TO ORDER! -——— 
THE RONALD PRESS COMPANY 
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Continued from page 398 


certificate in chartered accountancy in 
1941 and, after serving for five years 
in the Royal Canadian Navy, took a 
two-year industrial appointment, and, 
in 1950, joined the Toronto: office of 
McDonald, Currie & Co. He is a 
member of the Institutes of Chartered 
Accountants of Manitoba, Ontario and 
Alberta. 


J. B. CRAMMOND, C.A. (page 433) 


In “Microfilming in Business”, J. 
Bruce Crammond writes on how 
business operations can be stream- 
lined and economies made by the use 
of microfilming. Shortage of office 
space and high rental value since the 
war have been responsible for a grow- 
ing number of companies becoming 
interested in microfilming records, and 
the author describes some of the vari- 
ous applications and outlines certain 
considerations when microfilming 
equipment is being installed. 

Mr. Crammond draws upon his ex- 
perience from both sides of the fence 
—as a chartered accountant and as a 
senior sales representative, over the 
past six years, in accounting and 
microfilming equipment for Burroughs 
Adding Machine of Canada Limited. 
He has held various appointments af- 
ter he received his certificate in chart- 
ered accountancy in 1949, including 
that of a corporation tax assessor with 
the federal government. Since writ- 
ing this article, he has been appointed 
assistant controller for Burndy Canada 
Limited. 


J. W. DIXON, C.A. (page 444) 


With today’s keen competition 
facing the retail industry, branch 
stores are right in the firing line when 
it comes to deciding whether they are 
operating efficiently and avoiding un- 
necessary and wasteful expenditures. 


Management, in the administration of 
Continued on page 402 
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The buyer owns it now 





When your clients ship, title passes, 
and their credit risk begins 


At the time of shipping, your clients create an account receivable .. , 
and unless they have credit insurance... their insurance protection 
ceases. They lose control of the asset because title of the merchandise 
has passed. It is sound to insure while they own it. It is equally sound 
to insure when their customer owns it, and owes them for it. Aggressive 
executives, through American Credit Insurance, continue protection 
of working capital and profit invested in receivables. It is an important 
tool for constructive credit management. Our booklet on the many 
ways credit insurance contributes to financial security and sales 
progress should interest you. Write AMERICAN CREDIT INDEMNITY 
ComPANy of New York, Dept. 62 Montreal, Quebec, Sherbrooke, 
Toronto, Hamilton, Woodstock or Vancouver. 


Protecting capital and profit invested in 
accounts receivable is the primary function 


of American 
Credit Insurance 


ANY ACCOUNT... NO MATTER HOW GOOD .. . IS BETTER WITH ACI 
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(5 RAND ale h branches or departments, needs to 


have constant information on their ac- 
Vad = 1 hha ahead tivities to deal with the fundamental 
problems connected with efficient con- 
trol and to see whether it is worth- 


ES FILING SU PPLI ES while to continue a branch or close it 


down. In “Retail Branch Account- 


® EQU i p MENT ing”, John W. Dixon describes in de- 


tail how the branches of a chain store 

€ prepare the accounting data in con- 

SYSTEMS nection with the great volume of mer- 

. . » For letters, cards, catalogues, plans, chandise they handle and how effec- 

printed forms, x-ray film, microfilm... _ tively it is used by the head office of 
any type of record or material needed for the company. 

reference. Mr. Dixon articled with Price Wa- 

terhouse & Co. and received his certi- 

ficate in chartered accountancy in 








Basel ee- eds 1945. He joined S. S. Kresge Co. Ltd. 

Se in 1948 as assistant to the comptroller, 

OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE was appointed assistant comptroller 

6-14 Wellington W. - 332 Bay - 115 Yonge jin 1950 and is now assistant comp- 
35 Bloor E. - Lawrence Plaza - Eglinton Sq. 


TORONTO troller and assistant secretary of the 
“The Centre” HAMILTON company. He is also a member of 
the Metropolitan Toronto School 
Board. 


$ ’ 5 000 G. C. GRAY, C.A. (page 437) 
9 The real estate business has possib- 


LIFE INSURANCE ly received the greatest amount of 
} ; public interest in recent years of any 

(20-year convertible reducing main sections of the construction in- 
term insurance) dustry. Record immigration plus the 


advent of the Veterans Housing Act 
ee dain and the National Housing Act, after 
Age 30-$59.95 Age 40- $111.23 the war, have made home ownershi 
ee a ee a possibility for many who snes 
could not have purchased homes. Re- 
cent publicity given to the Real Es- 
tate and Business Brokers’ Act, stem- 
ming from certain violations coupled 


saa: with a weakening of public confidence 
wei in the handling of trust funds, has 
lacurence CH. 4-3123 given rise to a great many questions 
in the public’s mind as to the control 

REUBEN SCHAFER of the real estate agency business. In 


“Real Estate Agency Accounting and 
Control”, Gordon Gray gathers to- 


gether all the various steps necessary 
Continued on page 404 


Representing Occidental Life 





402 





oe 


000 
000|+ 
i Rees) 


4] RN ee 


How much does 
paying cost you? 


Calculating your payroll, organ- 

izing financial data, estimating 

operating costs and total expend- 

itures - all this costs you time 

and money. It is an additional 

burden of work and responsi- 

bility for your staff. 

The system and efficiency of 

up-to-date equipment give you 

what is — to eae paying 4 = 4 4 = 
cost you less. The Olivetti Audit 

202 is the machine that has been ao i V e t 
thought out and constructed for 

this purpose: to reduce the cost 

of your costs. 








ee rer 
Audit 202 


superautomatic accounting machine 





Olivetti (Canada) Ltd. 
TORONTO - 237 Yonge Street 
Tel.: EMpire 2-2781 

ACCOUNTING SYSTEMS DIVISION 
22 King Street West 

Tel.: EMpire 2-2695 
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for the sound operation of a real es- 
tate agency and offers a practical 
guide to recording deposits and sales, 
holding deposits on trust and hand- 
ling salesmen’s earnings and drawing 
accounts. 

Mr. Gray is comptroller and a direc- 
tor of A. E. Le Page Ltd., Toronto, 
and was previously associated with 
Price Waterhouse & Co., Toronto. He 
obtained his certificate in chartered 
accountancy in 1953 and is a member 
of the Institute of Chartered Account- 
ants of Ontario. 


EDITORIAL (page 415) 

This month’s editorial by Harold 
S. Moffet, F.C.A., deals with the de- 
velopment of Canadian accounting 
literature through which the profes- 
sion is kept informed of developments 
that in any way affect its interests. 
A constant problem which faces the 
professional man is keeping abreast of 
his profession and the many new 
ideas and advances that are taking 
place in business. This is particu- 
larly true of the accountant who must 
thoroughly understand the problems 
of his clients if he is to render them 
a competent service. It applies equal- 
ly to students-in-accounts who should 
have the best available information 
‘on matters that concern professional 


practice. With the nation’s industrial 
growth, the need for up-to-date lit- 
erature written by Canadians and 
geared to Canadian business methods 
is bound to develop and there is like- 
ly to be increasing pressure for publi- 
cations along these lines. 

Mr. Moffet has spent almost his en- 
tire business life in Saskatchewan but 
moved to Montreal two years ago as 
resident partner with Deloitte, Plen- 
der, Haskins and Sells. He is a mem- 
ber of the Saskatchewan and Quebec 
Institutes and was elected a Fellow 
of the Institute of Chartered Account- 
ants of Saskatchewan in 1955. He 
serves on the Magazine & Publica- 
tions Committee of the Canadian In- 
stitute. 


Forthcoming Features 


PENSION PLANNING 
Henry G. Devitt, F.S.A. 


Export TRADE May BE THE ANSWER 
Mitchell W. Sharp 


ADMINISTRATION UNDER THE 
Securities Acr OF ONTARIO 


Oswald E. Lennox, Q.C. 


MARKET FORECASTING 
Louis J. Smitten 





HELP YOUR CLIENTS ---- 
INCREASE Their Working Capital 


@ By factoring their accounts receivable. 
@ The low cost way to convert their tied-up capital into working cash. 
@ Save collection and bookkeeping costs and avoid credit losses. 


LOWEST RATES — 


FOR FULL DETAILS, PHONE OR WRITE 


Cactiiua tacters 


©e ome vr oRrearTrtisgn 


400 Ontario St. W., Montreal 2, Que. 


. ¢ St OS 


AVenue 8-5115 
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MULTIGRAPH 
DUPLICATORS 









In Canada, only MULTIGRAPH has a 
complete line of offset duplicators, so that you 


Multigraph sells the 


lowest priced 
offset duplicator are assured of getting a machine that is 
designed and priced for your particular needs. 


in Canada Multigraph Multilith Duplicators give you 
* perfect copies of anything written, typed 
or printed. They are easy to operate, efficient 
50 YEARS and dependable, so that tangible savings 
EXPERIENCE of time and money start immediately. 
ENGI NEERING Multigraph carry a full range of certified 
ENDORSEMENT masters and other duplicating supplies and a 
abies tttendie choice of models for relief duplicating and 


imprinting. Investigate Multigraph first. 





DRESSOGRAPH-MULTIGRAPH OF CANADA LTD. 
DEPT. CAS, 


2 HOLLINGER ROAD, | 

Branches throughout Canada feeanns 16, ONT. | 
| 

I 


Addressograph- \\ ‘riscesosexte wc 
Multigraph a ae cre haath che load | 


of Canada Limited PR ier cstncnen WE ences cm | 








NOTES 


New Estate Tax 


A Bill entitled “An Act Respecting 
the Taxation of Estates”, which was 
given first reading on January 29, 
is expected to come up for considera- 
tion in the new Parliament. Design- 
ed to replace the existing Succession 
Duty Act of Canada, the new Act will 
provide for the imposition of a single 
tax on the aggregate value of the es- 
tate rather than a tax on the trans- 
mission of property to successors, and 
the tax will not vary according to the 
relationship of the beneficiaries to the 
deceased. Briefly, an exemption of 
$60,000 is granted to the estate of 
a married man survived by a spouse 
(whether or not the spouse is the 
beneficiary under his will). In most 
other cases, the deduction allowed is 
$30,000. Where the $60,000 deduc- 
tion applies, there is a $10,000 deduc- 
tion for each child under 21; where 
the initial deduction is $30,000, the 
deduction for such children is $15,000 
per child. The tax rate is graduated 
from a minimum of 5% where the 
taxable portion of the estate is $5,000 
or less to a maximum of 54% on a 
taxable portion amounting to over 
$2,000,000. 


Municipal Financial Statistics 

The Dominion Bureau of Statis- 
tics has just issued its annual re- 
port “Financial Statistics of Muni- 
cipal Governments 1956 and 1957”. 
For the first time the report contains 
estimates of revenues, expenditures, 
assessed valuations and tax collec- 
tions of municipal governments, 
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based on a stratified sampling of 
municipal government operating 
statements and budgets. In this way 
it is hoped to give an earlier indica- 
tion of trends in municipal financial 
statistics than was formerly possible. 
The Bureau points out that this new 
procedure has been made possible by 
developments in uniform municipal 
accounting and reporting and will be 
facilitated in future by additional im- 
provements along these lines. 


Canadian-American Relations Study 
With Canadian-American relations 
coming under close scrutiny on both 
sides of the border, the Queen's 
Printer has just published a new 
study entitled “Canada-United States 
Economic Relations” by Irving Bre- 
cher and S. S. Reisman. This volume, 
one of a series resulting from the re- 
search of the Gordon Commission, 
covers not only purely economic in- 
fluences of the United States on Can- 
ada but also its impact through inter- 
national trade unions, as well as 
through social organizations such as 
universities and research founda- 
tions and through the mass communi- 
cation media of press, TV, radio and 
films. The book is available at $4.00 
from the Queen’s Printer, Ottawa. 


New Bulletin Binders 

Concurrent with the release of Re- 
search Bulletin No. 15 on the con- 
firmation of receivables, the Cana- 
dian Institute has brought out a new 
binder for holding research bulletins. 
Attractive and yet durable, this bind- 


er is made of green pressboard and 
Continued on page 408 
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Only ona Marchant’ do you get strait line 
keyboard-dial proof of accuracy! 






With a Marchant calculator, you don’t have to 
search through the keyboard to make sure all 
the figures in an entry are right. You know 
when they’re right because you can see them at 
a glance...easily, instantly...in Marchant’s 
keyboard dial. Marchant gives you this bonus 
guarantee of accuracy...which adds to the real 
speed of your figurework. 

To see for yourself the operating advantages 
of Marchant’s keyboard dial, call in your nearby 
Marchant Man... or send the coupon for full 
information. 


MARCHANT CALCULATORS, itp. 


26 DUNCAN ST., TORONTO 2-B ONT. 







* Here it is— 
the keyboard 
entry check dial 

found only on the 


0) Please send me full information on the accuracy and 
speed of Marchant automatic calculators. 


Marchant, amon Marchant 8-bank | ‘ : 

ory see ay _. Figuremester—one of 0 Information on the new Marchant 10-key Adder. ai 

calculators. 14 Marchant models. | "_ is 
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PLEASE ATTAC+ PON TO YOUR BUSINESS LETTERHEAL 


Modern Management Counts on Marchant | 
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fitted with two screws. It will hold 
up to 30 bulletins in compact, con- 
venient form and is available at $1.00. 

For a limited time, a special offer 
is being made of the binder and a 
complete set of research bulletins, in- 
cluding preface and table of con- 
tents, for $3.00 (regular value would 
be $4.25). 

Bulletin No. 15 is reproduced on 
pages 452-4 of this issue. 


Annual Conference Co-Chairmen 

Aurelien Noel, C.A. and Ian Craig, 
C.A., both of Montreal, have been 
appointed co-chairmen of the 1958 
Annual Conference Committee. 
Chairman is J. R. M. Wilson, F.C.A., 
Toronto. The annual conference will 
take place at the Queen Elizabeth 
Hotel, Montreal, from Monday, Sep- 
tember 15 to Wednesday, September 
17, with the Wednesday technical 
sessions being held at the University 
of Montreal. 


Ontario Hansard Discontinued 

With the 1958 session of the On- 
tario Legislature, tape recordings of 
debates have been substituted for the 
printed Hansard. Saskatchewan is 
now the only province to have a pro- 
vincial Hansard. 


~Tax Foundation Heads 

Henry F. White, Q.C., Toronto, has 
been elected chairman of the Cana- 
dian Tax Foundation at that organi- 
zation’s recent annual meeting. Co- 
chairmen are Campbell Leach, C.A., 
Montreal, and Stuart D. Thom, Q.C., 
Toronto. The Foundation now has 
a membership of 2400. 


Ontario Public Accountants Council 
The Public Accountants Council 
for the Province of Ontario, which 
consists of eight chartered account- 
ants, five certified public account- 


ants and two others, has elected W. 
J. Ayers, F.C.A., Toronto, as its presi- 
dent for the coming term. Other of- 
ficers are: D. F. McKechnie, C.P.A., 
Ottawa, vice-president; C. K. Mac- 
Gillivray, F.C.A., Hamilton, secretary; 
Hamish Macdonald, F.C.A., Toronto, 
treasurer. 

The Council administers the pro- 
visions of The Public Accountancy 
Act (Ontario), including the granting 
and renewal of licences to practise 
public accounting in the province. 


Eighth International Congress, 1962 

An invitation by the American In- 
stitute of Certified Public Account- 
ants to hold the Eighth International 
Congress in the United States in 1962 
has been accepted by Mr. J. Kraayen- 
hof, president of the Seventh Interna- 
tional Congress. 


USS. Director of Budget 

Maurice H. Stans has taken over as 
Director of the Budget of the U.S. 
Government from Percival Brundage, 
it was announced recently. Both 
men are past presidents of the Ameri- 
can Institute of Certified Public Ac- 
countants. 


American Research Bulletin 


In an effort to standardize methods 
used to report earnings-per-share fig- 
ures, the American Institute of Certi- 
fied Public Accountants has issued its 
Accounting Research Bulletin No. 49. 
The bulletin recommends that where 
there have been significant changes 
in stock during a period covered by 
the financial statements of a com- 
pany, an explanation of the method 
used to compute earnings per share 
should accompany the presentation of 
the earnings-per-share figures. 


N.A.A. Conference 


The 39th annual conference of the 
National Association of Accountants 
will be held from June 22 to 25 at 
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the Conrad Hilton Hotel in Chicago. 
Developing the accountant’s mana- 
gerial abilities and six sessions on 
areas which are to the fore today in 
accounting development will high- 
light the conference. 


Automated Historian and Skywatcher 

During 1958, electronic computers 
are being put to two new interesting 
uses. At the U.S. Pavilion at the 
Brussel’s World Fair, opening in 
April, an electronic history book (act- 
ually an IBM 305 RAMAC) will en- 
able visitors to review their knowl- 
edge of world history from 4 B.C. to 
the present. Guests will be invited 
to select at random a year of history 
and indicate in which of ten lan- 
guages they want the machine to an- 
swer. The operator will then punch 
the year and language code on a key- 
board, and in less than a second the 
built-in electric typewriter will print 
a concise report of the major events 
of the year in question. 

Another giant IBM computer has 
turned detective and now follows the 
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tracks of Sputnik II and Explorer as 
they whirl their way through outer 
space. This electronic “eye”, located 
at the Vanguard Computing Centre 
in Washington, is under the guidance 
of the U.S. Naval Research Labora- 
tory and IBM engineering experts. 
As future moons are born, the com- 
puter will process data on them, re- 
gardless of their origin. Working at 
a speed of 40,000 calculations a sec- 
ond, the machine can compute an 
entire orbit in 15 to 20 minutes. It 
has been estimated that an expert 
using a desk calculator would take 
about one year to make the same 
calculations. 


Army of the Helping Hand 

The Salvation Army’s 1958 Red 
Shield Appeal with a national objec- 
tive of $2,250,000 opens May 1. With 
the rise in unemployment, the Army 
has had to open additional welfare 
centres in several Canadian cities. At 
the same time its vast network of 
regular social services continues to 
serve on a 24-hour basis. Give to the 
Army of the understanding heart and 
the human touch. 
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MAGIC FORMULA FOR MANAGEMENT CONTROL ! 


Meet another new management con- 
trol tool—the Burroughs Typing 
Sensimatic Accounting Machine. It 
works like magic to keep close tab on 
your descriptive accounting data, to 
process them accurately in any volume 
and deliver them the instant you need 
them for your fast-paced decisions 
and actions. See the Typing Sensi- 


matic’s high-speed, jam-proof typing 
firsthand. See its great number of 
completely automatic operations and 
its versatility in switching from job 
to job at the flick of a knob. Call our 
nearby branch for a demonstration 
and full details. Or write Burroughs 
Adding Machine of Canada, Limited. 
Factory at Windsor, Ontario. 


BURROUGHS TYPING SENSIMATIC Se 
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CORRESPONDENCE 


Kingston, Ont., Apr. 2, 1958 
BANKERS ORDERS 

Sir: Professor Ashley’s letter concerning 
cheque endorsements in the April issue 
brings to mind a procedure commonly un- 
dertaken by British banks which is largely 
absent in Canada. I refer to the system of 
so-called “Bankers Orders” for the payment 
of periodic fixed expenses such as monthly 
rents, quarterly premiums or annual sub- 
scriptions to clubs, magazines and so forth. 
Provided the expense falls due on a fixed 
day each month, quarter or year, a British 
bank will pay the expense for its customer 
if he completes a bankers order form. The 
bank, of course, debits the customer’s ac- 
count with the amount paid but does not 
usually charge a fee. The bankers order 


system remains in force until such time as 
the customer countermands it. 


I imagine many readers would be glad 
to be rid of the irksome task of remember- 
ing to pay their annual subscriptions to 
your magazine. Consider also, Mr. Editor, 
the delightful prospect of receiving all your 
subscriptions promptly on May 1 each 
year from those you can persuade to com- 
plete bankers orders. 


I realize that Canadian banks offer a 
similar service, for example, in settling bank 
loans repayable in instalments. My point is, 
however, that they do not appear to pub- 
licize the extension of this service into 
other fields. 


B. J. B. Garvin, C.A. 


Fourth Summer School in Accountancy 


McGILL UNIVERSITY, MONTREAL 
July 7 through August 1, 1958 


Students preparing for their examinations are again offered a 
four weeks period of intensive study of Accounting and Auditing 
principles and practice. Residence on the campus will be an essen- 
tial requirement to enable students to share fully in this brief ex- 
perience of university life. 

Tuition will be offered in each of the Intermediate and Final 
fields of study for the C.A. or similar accountancy examinations. 
In each case the published C.A. syllabus will be followed. Classes 
will be held, Monday through Friday, from 9 to 12 noon and from 
2to5 p.m. The week-ends will be left free. 

The school will be directed by Kenneth F. Byrd, M.A., B.Sc. 
(Econ.), C.A., Professor of Accountancy, and members of the 
School of Commerce or visiting professors will participate in the 
lecturing. 

Prompt application for further details should be made to the 
School of Commerce, Summer School in Accountancy, McGill 
University, Montreal. 
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Make the Best Use of Temporary Funds 


Providing maximum protection and liquidity, 

oney Market’’ securities are available at 
favorable interest rates to Institutions and Cor- 
porations for short-term investment of inactive 
funds. 

We maintain inventories in 
e Treasury Bills 
e Government of Canada Short-term Bonds 

Our facilities are also available for the placement 
of Finance Company Notes. 

We are thus in a position to be of assistance to 
Company Executives and Treasurers anxious to 
avoid loss of income represented by idle cash. 
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Be Objective... 


In our opinion, investment should be objective. It should have a 
purpose and once the purpose is clearly defined, then securities can be 


selected to accomplish that purpose. 


If you want to gamble, good luck to you, but . . . you should -be 


prepared to lose and surprised to win. Go in with your eyes wide open. 


If you want to speculate . . . then take a calculated risk. Know why 
your selected securities should be worth more, calculate how much 
more, and in roughly what period of time. Plan your future action in 
the event that you are right . . . and also in the event that you 


are wrong. 


If you want income . . . design a fund for income. If you want 
long-term growth and are willing to take the risks . . . design a fund 


for long-term growth. 


If you want a balanced fund to take care of contingencies and 
provide a chance for reasonable income and growth ... then design 


your fund that way. 


Plan your investment fund to accomplish your purpose .. . be 


_ objective in what you do. 


Planning programmes and helping investors be objective is part 


of our job. Perhaps we can help you. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


MONTREAL NEW YORK LONDON, ENG. VANCOUVER VICTORIA WINNIPEG CALGARY 
LONDON HAMILTON OTTAWA KITCHENER ST. CATHARINES OWEN SOUND QUEBEC 


BOSTON, MASS. 
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Editorial 


CANADIAN CONTRIBUTION TO ACCOUNTING LITERATURE 


IN ANY PROFESSION there is a duty to be met in the provision of in- 
formative literature for its members. In the field of accounting an 
increasing number of Canadians are responding to this challenge. 

Before the war, the profession relied to a large extent on British 
and American authors for its text books and other treatises on ac- 
counting and auditing subjects. Now, however, to a greater extent 
than formerly, Canadians are able to turn to their own literature on 
accounting, auditing and taxation matters. Such books are used by 
universities, by students in their study courses and by practitioners, 
and some have achieved widespread circulation. There are many 
areas in which business and accounting practice, whether related to 
commercial, institutional or governmental activity, are somewhat dif- 
ferent in Canada than in other countries. It is therefore useful and 
indeed essential that there be available detailed description of these 
practices. 

Fortunately, the Canadian Institute is able to draw, in most cases 
with no monetary reward, on the abilities, knowledge and experience 
of its members in the preparation of material, and this has made 
possible the contribution of much worthwhile literature at a minimum 
of expense. While the co-existence of the English and French 
languages has presented problems, the profession is indebted also to 
its French-speaking members for their contribution in original writ- 
ings and for translating into the French language many articles and 
publications which otherwise would be of less use to educational 
institutions and others serving the French-speaking communities of 
the country. In this connection, the accounting professors and teach- 
ers of the Faculty of Commerce of Laval University and the Ecole 
des Hautes Etudes Commerciales de Montreal deserve special recog- 
nition. 

Many accountants have a small library of text and reference 
books and the Institutes of Chartered Accountants of Ontario and 
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Quebec, since moving into their own buildings, both have libraries 
which have begun to assume quite large proportions, extending into 
several thousand volumes, pamphlets and periodicals. While the 
majority of new books still come from American publishing houses, 
an increasing number of new volumes are being written by Cana- 
dians and are deserving of a place in any comprehensive collection 
of accounting literature. Writing is an art which does not come 
easily to most accountants. It is arduous, exacting and, in the 
majority of cases, has to be done as extra-curricular work. Yet 
it is a most worthwhile contribution to the profession and one for 
which the need will increase as accountancy and all kinds of sub- 
jects relative to the profession continue to expand. 

The largest collection of recorded Canadian accounting informa- 
tion is to be found in the 72 volumes of this journal. The first issue 
was dated July 1911, and The Canadian Chartered Accountant has 
been published regularly ever since, first as a quarterly, later as a 
monthly. The sponsorship of a magazine provided the first conveni- 
ent opportunity for a continuous expression of accounting thought in 
Canada, but, as the scope of the profession has expanded and our 
members have obtained positions of responsibility in all branches 
of industry, commerce and administration, opportunities have become 
much greater for the profession to produce and for members to read 
books devoted to some of the newer branches of our activities. 

Many accountants subscribe to one or more of the tax reporting 
services and the Canadian Tax Foundation fulfils a unique position 
through the publication of its st 4ies on such subjects as sales tax, 
federal-provincial financial relatio. _ 4e financing of a national health 
insurance scheme and studies on taxation relating to specific indus- 
tries. Among the most recent cc tributions to Canadian accounting 
literature are two books written by members of the profession. Re- 
cognizing the need for a book on oil accounting, the Canadian Insti- 
tute sponsored such a project by Robert E. Waller, C.A., of Calgary 
on this particularly complex subject and, more recently, W. G. 
Leonard, F.C.A., of Kingston has written “Canadian Income Tax for 
Accountants”, which contains explanations of the Income Tax Act 
and Regulations and decisions of the Income Tax Appeal Board. 
Publications such as these serve to stimulate similar efforts by others 
in their respective fields of interest and knowledge, and we are in- 
debted to all those who have accepted this challenge and enriched 
Canadian accounting literature. 

It is the responsibility of members of the accounting profession 
to produce and make available the fruits of their collective knowledge 
and experience. By so doing, they not only provide a service to their 
fellow members, businessmen, students and educational institutions 
but, in addition, they bring credit to, and increase understanding of, 
an important and growing profession. 








Problems of Starting a New Practice 


HERBERT HARTLEY 


IN STARTING a new practice, a chart- 
ered accountant should aim to pro- 
vide as high a level of service as pos- 
sible and in sufficient volume to ren- 
der him a reasonable profit as soon as 
possible. A noted mining engineer 
once said, “The right men in the right 
area are bound to produce results— 
in time.” The only real unknown is 
time. 


Preliminary Considerations 
CxHoosinc A LOCATION 

It is a prime requisite that a new 
practice should be located in a com- 
munity which is growing, particularly 
in the economic sense of the word. 

A sole practitioner will likely choose 
a location where he has lived or prac- 
tised previously, but that is not always 
the case. Before selecting a certain 
community over others, both the prac- 
titioner and the national firm must 
make some important inquiries: 

1. What is the population of the 
community and its subordinate 
areas? 

2. Is the community growing faster 
than others of comparable size? 

8. Has the community a potentially 
large growth and what is its at- 
titude toward growth? 

4, Is the community prosperous and 


how does it compare with the na- 
tion as a whole? 

5. Is the community highly indus- 
trialized and are there many 
small businesses or are there just 
a few large ones? 

6. Has the growth in the past been 
steady or erratic? 

7. Is employment steady, seasonal 
or unpredictable? 

8. Can a specialized knowledge of 
any particular industry be used to 
advantage? 

9. Are more accountants required? 

10. What is a conservative estimate 
of the yield for the above require- 
ments? 

11. How many firms and persons are 
presently engaged in the profes- 
sion? 


Some of these questions can be 
readily answered, but the last three 
pose extremely intriguing problems, 
and some interesting observations or 
guesses have been made as answers 
to them. 

Although the figures may now be 
somewhat out of date, gross returns 
in accounting fees per capita of pop- 
ulation have been estimated at from 
$1 to $5, depending on whether the 
community is industrial or non-indus- 
trial, progressive or settled. It is esti- 
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mated that a community of 5,000 
people would produce $25,000 in fees, 
which would support a unit of one 
principal, three other accountants and 
a secretary-typist. These figures, how- 
ever, probably cannot be applied in- 
discriminately to larger communities. 

Opinions vary as to the number of 
businesses required to support an ac- 
counting office, but the best average 
guess seems to be that a progressive 
community with 50 businesses, count- 
ing even the smallest, can support a 
small accounting office. 


Despite the fact that the majority 
of successful accounting practices 
have been commenced in the practi- 
tioner’s home town or in a town where 
he is well known, it is only prudent 
to mention that it is sometimes diffi- 
cult to command a healthy respect for 
one’s professional ability among life- 
long friends. Also it may be difficult 
to maintain a professional fee scale 
with people of many years acquaint- 
anceship. It has been borne out all 
too often that there is a difference be- 
tween polite assurances of goodwill 
and real assignments. 

Although intimate friendships may 
not always be conducive to good busi- 
ness relations, it is necessary to recog- 
nize the very real value of friends 
and contacts in a community. One 
has only to compare the way of the 
struggling small businessman with 
that of the new representative of a 
large national firm of financial agents 
to realize how business friends can 
help. 


FINANCIAL REQUIREMENTS 

Some time ago in the United States 
a survey was conducted of public ac- 
countants beginning a practice with a 
one-room office with a typist and in a 
community with a population of ap- 
proximately 20,000. 


In the briefest 
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general terms, the consensus was that 
it would take about 18 months for the 
practice to become self-supporting 
and that a young accountant with a 
wife and one child would need capital 
somewhat as follows: 


Personal living expenses ......... $ 6,000 
Operating expenses .. 2,600 
Office equipment .............. 900 
Personal and business contingencies 1,500 

$11,000 





Again, these figures appear to be a 
little low for a larger community and 
may be slightly out of date. 


TIMING 

Even the time of year at which a 
new office is opened can be import- 
ant to the accountant who starts with 
few or no clients and limited capital. 
In a small office, the majority of new 
clients seem to be obtained between 
January 1 and, say, April 30. There- 
fore, it has been said, an accountant 
should try to be well settled in the 
community by the beginning of the 
calendar year. 


Some Early Problems 


COMMENCEMENT 

One of the first problems is the lo- 
cation of suitable office space, and in 
a rapidly growing community this 
may be difficult. If possible, space, 
or even desk room with perhaps steno- 
graphic assistance, should be obtained 
in some office where the nature of the 
work is compatible with the practice 
of public accounting. A law office is 
ideal and combines the advantages of 
dignity, low overhead and valuable 
connections. A sole practitioner may 
find the problem of acquiring suitable 
office space and attendant facilities 
more acute than the branch represen- 
tative of a larger firm. In other words, 
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“He needs it more and can afford it 
less.” 

Once having found a place to sit 
and someone to answer the telephone 
when he is out, the practitioner be- 
gins to experience the essence of the 
situation, i.e. “business”. 


New Business — REFERRED 


For the representative of a national 
organization, his first clients in the 
new community may well consist of 
assignments referred to him from 
other branches of the firm. He must 
be very thankful for referred business, 
as it carries much of his financial bur- 
den. However, it presents special 
problems, such as the following: 

1. A lone practitioner developing 
his own field is able to forecast with 
some certainty the work in sight and 
judge his staff requirements accord- 
ingly. On the other hand, when as- 
signments requiring immediate atten- 
tion come from several other offices 
of a national firm at the same time, 
the one-man office can be snowed un- 
der with little or no warning. 


2. Referred business, particularly if 
it is in the nature of an examination 
of some particular phase of opera- 
tions of a local branch office or other 
work for non-resident principals, has 
limitations in helping the practitioner 
expand his practice locally. A satis- 
fied customer is always important, 
but satisfaction in far away cities is 
not necessarily advertised in the lo- 
cality of the practitioner. 


NEw Business — POTENTIAL 

Generally speaking, to develop a 
practice in a community, it is neces- 
sary to do more than attend to refer- 
red business. Someone must bring to 
the attention of the local market that 
the practitioner is available, willing 
and, above all, able to attend to their 


requirements. Beyond the accepted 
advertisements, how is this done? 
Remember it is a new community 
with no existing satisfied clients to 
spread the word. The answer may 
well be that ability, integrity and ex- 
perience being equal, the account- 
ant who knows the most people and is 
most favourably known by most 
people, will have a better opportunity 
to build a larger clientele in a given 
time. In his efforts to impress people, 
however, he should be cautious. For 
instance, what kind of lawyer do 
people select to do their business: is 
he the back-slapping “life of the par- 
ty”, or is he a serious, conscientious 
and discreet citizen? 


New Business — Pusiic RELATIONS 

The American C.P.A. Handbook has 
published a list of activities under the 
heading “Public Relations”. These ac- 
tivities, which are the result of a sur- 
vey, are considered by a substantial 
number of practising accountants to 
be definitely helpful in building a 
practice. They are listed here in order 
of general importance: 

1. The development and mainten- 
ance of pleasant and helpful relations 
with lawyers. The practices of law 
and of accountancy are very closely 
related, particularly in tax matters, 
and the lawyer is frequently in a posi- 
tion to refer accounting matters to the 
accountant whom he knows and in 
whom he has confidence. 

2. The development and mainten- 
ance of helpful relationships with 
bankers and other credit executives. 
The accountant should use every op- 
portunity to discuss with them finan- 
cial statements, the value of an audit 
and related problems. 

8. Joining and taking an active in- 
terest in the affairs of a civic club. In 
most communities many business and 
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professional men belong to a civic 
club such as Rotary, Kiwanis, etc. One 
purpose of such clubs is to help mem- 
bers become acquainted with each 
other. This factor enables the ac- 
countant to meet a substantial seg- 
ment of the business community. 

4. Joining professional and trade 
associations and taking an active in- 
terest in the problems of those groups. 
In many communities there are tax as- 
sociations, accounting and credit 
groups, and other organizations made 
up of men whose daily problems are 
allied with accounting and tax prac- 
tice. Here again the accountant is 
provided an opportunity to build his 
acquaintanceship rapidly. 

5. Engaging in definitely useful and 
recognized community service, such 
as participating in fund-raising cam- 
paigns. He need not necessarily so- 
licit funds, but might use his talents 
in preparing statements and budgets, 
etc. 

6. Joining at least one reputable so- 
cial club or organization and working 
as effectively as possible on any job 
that may be assigned. 

7. Keeping in constant and purpose- 
ful touch with all friends and ac- 
quaintances along lines of mutual in- 

terest. The accountant should endea- 
vour to keep his friends and ac- 
quaintances informed, within the 
limits of courtesy and good taste, of 
his professional progress and achieve- 
ments. He should display an equal- 
ly sincere interest in their business 
successes. 


8. If the accountant has the ability, 
he should accept speaking engage- 
ments before local groups. He need 
not be a polished orator, but he 
should develop ability to present 
points in a pleasing and concise man- 
If possible, such speaking en- 


ner. 
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gagements should centre around tax 
problems as most adult audiences are 
vitally interested. 

9. If the accountant has some writ- 
ing skill, he should devote some time 
to professional writing. Articles not 
only tend to bring the accountant’s 
name before the business public, but 
increase his professional qualifications 
because of the research involved. 


Much of the above can be sum- 
marized under the simple heading of 
being a good citizen, and in any com- 
munity one should be grateful for 
opportunities to be of service. Our 
friends often realize this, and requests 
to serve in community activities 
should be welcomed rather than 
avoided. One must exercise some 
caution and selectivity, however, as a 
tremendous amount of time can be 
spent on these activities. 


SOURCES OF CLIENTS 


After an accountant has exposed 
himself to the community for a time, 
where do his first new clients come 
from? It is scarcely possible to enum- 
erate all the ways in which a client 
can be obtained. Like gold he is 
“where you find it”, although prob- 
ably the accountant will be recom- 
mended to him by someone. All the 
authorities say that a satisfied client 
is the most important source of new 
business. 


Some additional observations on 
sources of actual clients are: 


1. Reciprocity — Everyone the ac- 
countant does business with is a pos- 
sible client. The contractor who 
builds his house, the decorator, the 
plumber, his doctor and his lawyer 
often become good clients. He must 
realize that favours he does in 
business are not forgotten and that 
lawyers and insurance men, etc., to 
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whom he refers business usually 
hasten to return the compliment. 


2. New industries — In an expand- 
ing community, the accountant com- 
mencing practice will find that new 
business starting up will probably be 
the best source of clients. Sometimes 
their connections have already been 
made and this applies equally to new 
arrivals in the city, but the alert ac- 
countant can find ways of getting 
there first. In national firms, great 
assistance can be given by other 
branches in directing prospective 
clients to the local branch. 


3. Unsatisfactory services of other 
accountants — Very often a business- 
man will become dissatisfied with his 
firm of accountants, and a new practi- 
tioner may be recommended for the 
position. Caution is required though, 
as in many cases this type of client is 
unsatisfactory to him as well. 


4, Advertisements for auditors — 
Municipalities, etc. frequently adver- 
tise for auditors in local papers or 
other publications. 


PERFORMANCE 


Now that he has some business, the 
accountant faces the problems of do- 
ing the work. Getting business and 
doing the work are two separate func- 
tions, but depend on each other and 
one cannot outrank the other. A 
knowledgeable accountant of many 
years’ experience says it takes two 
good men to start a practice — “One to 
get the work and the other to do it.” 


In a frantic search for new clients, 
there is a real danger that the most 
important functions of the successful 
professional accountant can be over- 
looked or postponed too long. If 
sound administration and organiza- 
tion are not given priority, the whole 
production schedule or quality of the 


professional product breaks down. 
Proper internal organization is as im- 
portant to a small firm as to a large 
one; there will come a point where the 
small, well-organized firm can out- 
strip in performance and profits the 
larger loosely-knit unit. 


Sometimes the accountant cannot 
see the woods for the trees. He is 
anxiously searching for new clients 
when his existing clients require much 
more and better service. This may 
be referred to as intensive cultivation 
of the client. Particularly with a new 
client, his first aim should be to see 
that the value of the work exceeds the 
cost to the accounting firm by as much 
as the firm can possibly afford. A 
vigorous and sustained demand is gen- 
erated when the value of the work 
done greatly exceeds its cost. Those 
who succeed and grow are those who 
put out the most value. The strategic 
time to establish in the mind of the 
client that he has acquired a service 
of superior quality and long-lasting 
worth is at the start. 


What kind of people or businesses 
are likely to be the first clients? Who- 
ever they are, the majority of them 
will be small. Probably the greatest 
single adjustment a practitioner used 
to a large practice has to make is 
that he will have to get used to small 
assignments, small staff and small fees. 


While occasionally the accountant 
starting in practice does get snowed 
under, not everyone has this fortu- 
nate experience. The usual pattern 
is to accept almost any job, however 
unremunerative, until sufficient vol- 
ume is obtained to operate efficiently 
with additional staff. Sometimes it 
may be necessary to turn down work 
just because one has not the staff 
available. Every effort must be made 
not to turn down desirable clients, 
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but some judgment is required in ac- 
cepting clients even though they may 
be quite respectable. A bookkeeping 
job may normally be most welcome 
but can be an unrewarding burden 
under certain conditions. Further- 
more, some people in any community 
let their records fall into neglect. Be- 
fore accepting such an assignment, an 
accountant should realize the respon- 
sibilities and the time involved and, 
most important, whether the client has 
any idea of the cost. A job like this 
can devour the accountant’s staff and 
subject him to heavy responsibilities. 
It might be better to decline or to 
recommend that the client get a good 
permanent bookkeeper as soon as 
possible. 


FEES 

While it may be the practice of 
many large firms merely to multiply 
the hours on the job by the rate of the 
individual accountant involved, this 
system cannot be adhered to rigidly in 
the small office in the small com- 
munity. 

First of all, the staff is small and 
the question arises as to whether it 
is wise to charge the client for a 
senior man’s full time when he has 

«done a large amount of junior work 
or, conversely, to charge junior rates 
for senior time. It has been rather 
surprising, however, to find on numer- 
ous occasions how close the cost of a 
junior man’s total time compares with 
that of a senior. In all possible cases, 
a sum commensurate with the ac- 
countant’s professional ability should 
be billed even at the risk of losing 
clients. In this way, he will do a 
better job for those whom he retains 
and will boost his own feeling of in- 
dependence. 


When commencing practice and ac- 
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cepting marginal businessmen as 
clients, thought must be given to the 
collection as well as the charging of 
fees. There is an advantage in bill- 
ing the client monthly or at least 
quarterly. This will assist in finan- 
cing and will help in detecting bad 
accounts early. (It is hoped the lat- 
ter will be few. ) 


STAFF 

Up to this point the new practice 
may have been housed in the office 
of a lawyer friend, but quite soon it 
will be necessary to set up a separate 
office and staff. Office space is one 
thing, but the service of a full-time 
stenographer is something which will 
probably take some time to utilize 
fully. A practitioner might take some- 
one in with him to help defray ex- 
penses and make use of the “office 
assistance” available. However, a re- 
ceptionist and someone to answer the 
telephone are necessary, and sooner 
or later the additional overhead ex- 
pense will have to be accepted. A 
stenographer who knows bookkeep- 
ing is a great help, and the value of 
mechanical dictating equipment will 
also be evident. 


Next, it will be necessary to obtain 
audit staff. In a venture such as has 
been described, it would be of tre- 
mendous assistance to be able to ob- 
tain, when needed, a bright student 
of about intermediate standing. The 
problem is that staff may be required 
suddenly and it is almost impossible 
to find trained students immediate- 
ly. One accepts the responsibility 
for training staff, and a student in a 
small office has often unusually good 
opportunities to learn. The fact re- 
mains, however, that the man on his 
own will have special problems with 
untrained help, particularly if circum- 
stances such as travel necessitate the 
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student working at times with only 
intermittent supervision. 


GENERAL 

Some points of general interest, 
should be mentioned: 

1. Alone, it is very easy to get out 
of touch professionally. The general 
“airing” which a problem can get in a 
larger office is very stimulating, par- 
ticularly in tax work. The lone prac- 
titioner should subscribe to a good tax 
service and also do some stimulating 
accounting reading. 

2. A man on his own is usually 
very much aware of the special re- 
sponsibilities of sole proprietorship. 
Apart from the self-discipline required 
and the necessity of making most de- 
cisions alone, there is the constant 
pressure, at least at first, of having to 
be there all the time. Clients will not 
wait for the man who is not available, 
and such things as holidays are liable 
to be forgotten with possible detri- 
mental effects on health, etc. 

3. At some stage it is desirable for 
the practitioner to absorb or ally him- 
self with another practice. Goodwill, 
staff, clients, overhead and other im- 
portant matters are involved. How- 
ever, this is a different subject and 
will not be elaborated on in this 
paper. 


Conclusion 

A recent true experience illustrates 
many of the points made in this 
article. 

One Saturday morning, a bank 
manager rushed one of his clients in- 
to the office of the writer. A reorga- 
nization was in process and a new 
company had to be formed, with con- 
sideration given to various interests 
concerned as well as to tax matters. 
The client was from another city and 
was returning that weekend. The 


matter had to be attended to at once. 
It pointed up the value of friends who 
are in a position to send along busi- 
ness and are actively trying to do so; 
it also showed the need for being 
available (Monday would have been 
too late). We discussed factors in- 
volved and were asked to recom- 
mend a lawyer who would produce 
the desired incorporation in short or- 
der and give additional expert ad- 
vice on certain other problems. Thus 
we were put in a position to do a fa- 
vour for our legal friends. 

We were fortunate in being ap- 
pointed auditors of the new company 
in due course. We set up the books 
and became involved in many extra 
activities. We have prepared bud- 
gets, monthly statements, and share 
valuations; we have attended direc- 
tors’ meetings and corresponded with 
government departments. The com- 
pany then asked us to perform con- 
siderable detail auditing. In other 
words, we were cultivating the client 
intensively. 

The next development was that the 
client recommended us to one of his 
main suppliers, proving again that a 
satisfied client is the best advertise- 
ment. 

A month or so later the lawyer in- 
troduced us to one of his clients who 
wanted a special investigation of a 
company he had invested in. 


Now the supplier to our original 
client seems happy with our services 
and is considering incorporation. We 
may well be able to direct further 
business to the legal profession. The 
last report from the lawyer is that 
there may be another investigation 
coming our way. This can go on in- 
definitely as long as we continue to 
make good friends and satisfy our 
clients. 











Trends and Patterns in 


Post-War Finance 


WILLIAM A. EDGE 


To ESTABLISH a pattern in public fi- 
nancing from recent trends, it is per- 
haps best to turn back the pages to 
the period of World War II, and to 
note that the only real major financing 
at that time was done by the federal 
government which raised over $12,- 
200 millions through the sale of vic- 
tory bonds. 

In 1941 the provincial governments 
expressed the intention of strictly 
limiting bond financing for the dura- 
tion of the war, and to a lesser extent 
the municipalities followed suit. With 
the conclusion of the war, the federal 
government withdrew from the capi- 
tal market, and then there developed 
a substantial business of refunding 

“outstanding issues at lower rates of 
interest. Such was the character of 
most of the bond financing which 
came to the market in 1945-46. How- 
ever, soon these refunding possibili- 
ties became exhausted and the char- 
acter of offerings began to change. 


Canada Savings Bonds 


Victory bonds were superseded by 
Canada savings bonds, the latter in 
themselves being rather unique. As 
is generally known they differ from 
other bonds in that holders receive 
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full face value — plus accrued inter- 
est should they be cashed at any time 
— whereas victory loan and other 
government bonds fluctuate in price. 
These savings bonds are familiar to 
all types of investors, and the federal 
government has continued to use this 
form of financing annually in much 
the same manner. In general, the 
level of interest rates sets the stage 
for a volume pattern in financing. If 
rates are high capital costs will also 
be high. Additional financing may be 
postponed until rates return to a low- 
er level, or else some other form of 
financing will be employed. How- 
ever, to indicate the fluctuation in 
interest rates or government carrying 
charges the first five savings bonds 
series bore interest at 24%, but in 1951 
when the 6th series appeared the rate 
was raised to 34%. Since then, in- 
terest rates for the later series have 
been both lower and higher. The 
most recent issue, the 12th, shows an 
average interest yield of 4.46% per 
year if held to maturity. This latest 
series is also the first series whereby 
an individual may purchase bonds up 
to a $10,000 limit as compared with 
a $5,000 limit set for previous issues 
and shows a new maximum amount 
available to any one individual. 
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Turning to the Canadian treasury 
bill market as a means of Bank of 
Canada or federal government short- 
term financing, it is best said that 
when the Bank of Canada began op- 
erations in 1935 a short-term market, 
outside of the banks, was practically 
non-existent. However, in order to 
create a market for the temporary 
employment of cash funds and fol- 
lowing a revision of the Bank Act, 
this money market began to function 
on June 14, 1954. The banks then 
made available to certain investment 
dealers who had re-discount facilities 
with the Bank of Canada a new cate- 
gory of call loans, to be secured by 
treasury bills or Canada bonds matur- 
ing within three years. The money 
market has been functioning ever 
since, and most readers are likely 
to be familiar with the method used 
in tendering for treasury bills now be- 
ing carried out weekly on a “Thurs- 
day-morning” basis. Thus the cost to 
the government of such borrowing is 
determined on a competitive basis 
with the average rate being set by 
the market. 


A relatively new trend in the 
Canadian bond market has been the 
use of the “non-callable for refunding” 
feature. Apart from the savings bond 
series which are all non-callable, the 
Government of Canada brought out a 
$300,000,000 8% issue in 1953 and an- 
other $400,000,000 3H% issue in 1954, 
both of which were non-callable to set 
a pattern distinct from previous loans. 
Provincial and municipal governments 
too have recently brought out similar 
issues, such as Province of New 
Brunswick 5% sinking-fund debentures 
non-callable before maturity March 
1, 1962, and the City of Ottawa 5% 
debentures to mature January 1, 1958 
to 1972. 


Marketing Issues in the U.S. 


As evidenced when the spread in 
interest rates becomes great enough, 
certain Canadian provincial and mu- 
nicipal governments turned to the 
United States to market their issues. 
Traditionally interest rates are lower 
south of the border and following a 
consideration of exchange rates bor- 
rowers tend to turn where they be- 
lieve carrying charges are the least. 
There is, however, a certain dollar 
value exchange uncertainty about 
placing Canadian issues in the U.S.; 
if the U.S. dollar returns to a premi- 
um over the Canadian then, of course, 
Canadian borrowing costs could 
greatly increase. 

Two examples of Canadian issues 
marketed in the United States in De- 
cember 1956 are the $25 million prov- 
ince of Saskatchewan 3%%, Dec. 15, 
1957 and the Quebec Hydro-Electric 
Commission (guaranteed by the Prov- 
ince of Quebec) $50 million 34%, Jan. 
1, 1981. Recently the City of Mont- 
real decided to come to the Canadian 
market for its $18 million 54% sinking 
fund debenture issue, although until 
the last moment the city’s executive 
committee decided to maintain its 
registration with the U.S. Securities 
Exchange Commission. Such action 
was prompted by the fact that the 
Canadian market has improved since 
the middle of November. The issue 
is non-callable prior to 1967 to show 
further evidence of that feature. 


Forms of Municipal Financing 

Since there are over 4000 munici- 
palities in Canada, the number of 
municipal issues has been growing. 
This trend may be expected to con- 
tinue as the country’s population in- 
creases and many more projects are 
undertaken. Capital expenditures by 
municipalities have been estimated 
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at $1.5 billion a year by 1980. In 
brief, Canadian municipalities issue 
two types of debentures — the sink- 
ing fund and the serial. The former 
derives its name from the means pro- 
vided for repayment of the principal 
borrowed. The latter may be straight 
serial or serial annuity bonds. With 
straight serials an equal amount of 
principal is repaid each year and con- 
sequently reduces the annual cost as 
interest on the outstanding principal 
lessens. On the other hand, with 
serial annuity bonds the amount of 
principal repaid each year increases 
progressively enabling the combined 
sum to remain constant and thus 
avoid the high costs in the early years 
of the issue. 

During the past decade, at least, 
the municipal financing trend has 
been toward the serial issue because 
of the disadvantages to be found with 
sinking fund bonds. These disad- 
vantages may be taken to be the esti- 
mated earnings (uncertain) which 
will be required to meet the annual 
sum to be invested in the sinking 
fund and the finding of suitable se- 
curities in which to invest the annual 
instalment. These securities should 
mature about the same time as the 
bonds they are to repay, but if they 
‘do not, heavy losses can occur by 
having to sell these investments be- 
fore they mature in poor market con- 
ditions. 

Internal Industrial Financing 

To turn to the industrial field, a 
major portion of all funds which are 
invested by corporate enterprises in 
fixed capital goods and in inventories 
comes from internally generated sav- 
ings and credit. During World War 
II many companies retained profits, 
partly under compulsion, on a large 
scale and no new volume of corporate 
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borrowing was created since the costs 
of plant expansion for war production 
were borne mainly by the govern- 
ment. In the decade 1946-55, corp- 
orate investment in new fixed capital 
goods and in inventories amounted 
to nearly $24 billions.. In the same 
period, retained profits and deprecia- 
tion allowances of corporations total- 
led over $18 billions or about three- 
quarters of corporate investment. As 
a source of internally generated funds, 
depreciation allowances have been 
more than half as large again as un- 
distributed profits. In the years 1944- 
1949 special depreciation was allowed 
certain industries in order to promote 
reconstruction, and again since the 
Korean War certain defence indus- 
tries have been able to claim special 
rates of depreciation. 

According to Bank of Canada statis- 
tics, the net income available for 
dividends increased greatly in the 
years 1947-50 for nearly all classes of 
industry while the proportion paid out 
in dividends has decreased in most 
cases. The actual dividends paid 
have increased, of course, but not in 
the same ratio as the net income. 
From 1952 to 1956, dividend pay- 
ments by Canadian corporations in- 
creased from $571.2 million to $738.08 
million, or by 29.2%. However, dur- 
ing the same period, net profits of 
these companies augmented even 
more, from $1,292 million to $1,848 
million, or by 42.66%. As a result of 
this the payout ratio for 1956 is 
only 40.05% as against 44.21% in 1952. 


Increase in Unsecured Debentures 


In the industrial field perhaps the 
most significant development in the 


1 Bank of Nova Scotia Monthly Review, 
Sept. 1956. 
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realm of debt securities is the in- 
creased use of unsecured debentures 
instead of mortgage bonds. The un- 
secured debenture need not necessar- 
ily be a weaker instrument as proper 
provisions can be made to give it a 
priority position that is equivalent 
for all practical purposes to a mort- 
gage bond. Foremost of these provi- 
sions is the so-called “Negative Pledge 
Clause” which simply prohibits the 
securing of any other debt without 
equally and ratably securing the de- 
benture, thus effectively blocking off 
any other creditor from getting in 
ahead. Debentures also contain other 
protective measures such as a limita- 
tion on additional funded debt — 
usually a set formula which limits 
debt to a percentage of net tangible 
assets. Also a company may coven- 
ant to maintain working capital at a 
minimum level. Limitations on divi- 
dends and restrictions on sale and 
lease back of major properties may 
also be found. 

Comparing briefly with Canada 
savings bonds, it is interesting to note 
that the graduated interest rate prin- 
ciple also became evident in one in- 
stance in the industrial field in Sep- 
tember 1957 when Petrofina Societe 
Anonyme came to market with a $25 
million (U.S.) 54-74% debenture issue 
bearing interest rate increases of 4% 
as it approaches maturity. 


Of increasing use in recent years 
have been the subordinated deben- 
tures and particularly as a convertible 
security. This in a sense is really a 
glorified preferred stock but from the 
issuers’ point of view has the advant- 
age of its interest being deductible for 
tax purposes while preferred divi- 
dends are not. Preferred stocks like 
these debentures have been changing 
characteristics and carry limiting fac- 


tors but also carry other provisions 
such as sinking funds, market pur- 
chase funds and conversion or par- 
ticipating features. 
Unit Financing 

Certainly a great deal of pipe line 
construction has been accomplished 
through the use of “unit” financing. 
Perhaps the most familiar are West- 
coast Transmission and Trans-Canada 
Pipe Lines. Following lengthy and 
difficult preliminaries the latter suc- 
cessfully financed its well-publicized 
project early in 1957, as some $81 
millions of units were marketed in 
Canada, and some $31 millions in the 
United States. The Canadian “unit” 
consisted of a $100 5.85% subordinat- 
ed debenture due 1987 and five com- 
mon shares, priced at $150. Accord- 
ing to the original offering, three 
shares were transferable separately on 
and after June 4, 1957, or the date 
on which the company first issued 
first mortgage pipeline bonds, which- 
ever date was later, and the remain- 
ing two common shares to be trans- 
ferable at the option of the com- 
pany at any time on and after No- 
vember 1, 1958, and in any event, 
prior to January Ist, 1960. The first 
three common shares have now been 
transferred and the security is pres- 
ently trading as a “partial unit”, i.e. 
the debenture and two shares. The 
original Westcoast Transmission unit, 
which consisted of a 54% subordinate 
debenture, series “A” and three shares, 
is split, and debentures and shares 
are now trading separately. 


Secured Notes 

A further recent trend has been the 
evidence of secured notes used by the 
acceptance companies. This secured 
debt consists of long-term borowings 
and funds secured on the short-term 
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money market. This debt is recog- 
nized by the same kind of document, 
namely a collateral trust note which 
is secured by the deposit of whole- 
sale and retail conditional sales con- 
tracts purchased by the finance com- 
pany. These companies have been 
highly successful in the use of these 
largely because of the high degree of 
liquidity of their assets even though 
rates of interest may be varied from 
time to time. Acceptable collateral 
for Industrial Acceptance Corporation 
Limited secured notes due Sept. 15, 
1959-63 consists of purchasers obliga- 
tions, none of which are in default of 
90 days and which have a total value 
of at least 112%% of the amount of the 
aggregate unpaid principal of out- 
standing notes of the company se- 
cured thereunder. 


Rights and Warrants 

No article on financing trends 
would be complete without at least 
the mention of “rights and warrants”. 
Both are options but differ in their 
timing with the former being the 
shorter call. For example, most are 
familiar with Bell Telephone rights 
which ‘incidentally go back to 1922 
when shareholders were allowed to 
subscribe to new stock on the basis of 
“one new for five shares held. Thus 
rights could hardly be called a new 
trend but rather a continuing one 
which has grown in volume and di- 
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versification to include the banks, 
steel companies and many others. 


Warrants are sometimes issued as a 
bonus with bonds or debentures and 
are really an inducement to assist in 
the sale of the issue. They normally 
accompany bonds during periods 
when common shares are more attrac- 
tive to private investors than are 
senior issues. Many companies have 
been financed with the aid of war- 
rants but a particular pattern was 
followed by uranium companies when 
Gunnar Mines brought out its 5% S.F. 
debentures in 1954. These deben- 
tures carried stock purchase warrants 
entitling holders to purchase, after 
April 1, 1955, 20 shares of common 
stock for each $500 principal amount 
at $10 a share to and including Octo- 
ber 1, 1956, at $11 a share to and 
including October 1, 1958, and at $12 
a share up to and including Septem- 
ber 30, 1960 when the warrants ex- 
pire. Many other uranium issues fol- 
lowed, using this same method of fi- 
nancing. 


Although all kinds of variations 
exist both in the make-up of securi- 
ties and in their use, financing trends 
are really set by the market. If there 
were no buyers there would be no 
new securities, and Canada’s future 
capital expansion and development 
program would be greatly retarded, 
to say the least. 
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The Auditor’s Role in Charitable 
Organizations 


MICHAEL E. WRIGHT 


“God helps those who help them- 
selves”, is an old maxim. “The Gov- 
ernment helps those who don’t”, is 
somewhat newer, but with the grow- 
ing mania on the part of the Cana- 
dian population for social security, it 
is becoming equally valid. In spite 
of the intensified part played by gov- 
ernments in social welfare, the func- 
tion of charitable organizations with- 
in the community is still far from out- 
dated. In fact they continue to grow 
and multiply as their need becomes 
increasingly pronounced. Since they 
play such a valuable part in commun- 
ity life, the relationship between the 
auditor and the organization is a vital 
one to all chartered accountants. 

The point which should be empha- 
sized first is that, from an auditor’s 
point of view, a charitable institution 
is exactly the same as any profit-mak- 
ing concern. The problems are very 
different, it is true. But so are they 
different between, for example, a steel 
manufacturer and an_ investment 
house. In both of these, however, as 
in the charitable institution, the func- 
tion of the auditor remains the same, 
namely, by carrying out appropriate 
auditing procedures, to make such an 
examination of the financial state- 
ments of the enterprise as is neces- 


sary to have an informed opinion as 
to their fairness and, having done so, 
to express his opinion to the share- 
holders, partners or trustees as ap- 
propriate. In addition, the auditor 
may be called upon to offer advice 
to his clients on matters ranging from 
intricate questions of accounting tech- 
nique to problems related only in the 
broadest sense to the field of account- 
ing and auditing. For all his assist- 
ance and efforts on behalf of his 
client, the auditor charges a fee. It 
is from these three aspects, that of 
auditor, adviser and fee collector, 
that the role of the auditor in charit- 
able organizations will be discussed. 


Audit Function 

While it is true that in the techni- 
cal sense the audit of a charitable 
organization is the same as any other, 
there is a general change in emphasis 
which it is important to keep to the 
fore. This new emphasis is on cau- 
tion. A number of factors contribute 
to its need. In the first place, money 
is donated to charitable organizations 
in the full expectation that it will be 
spent for charitable purposes. Great 
care should be exercised by the audi- 
tor to make sure that this is the case. 
While he is not acting directly for 
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the public, the auditor has a moral 
obligation to satisfy himself that ex- 
penditures are within the objectives 
of the association or, if not, are clear- 
ly shown for what they are in the fi- 
nancial statements. 


This care must be increased, fur- 
thermore, because of the nature of the 
trustees and staff of a charity. Be- 
cause the trustees are normally ex- 
tremely busy in other fields they do 
not spend as much time on the de- 
tailed operations of the charity as 
would be normally expected of the 
executives of a business concern. This 
is a weakness in internal control, and 
in many cases the auditor will find 
it necessary to increase the extent of 
his tests of transactions because of it. 


In addition, the administrative staffs 
of some charities are not up to the 
calibre of the staffs of most business 
organizations. Frequently the staff of 
a charitable organization includes vol- 
untary or low-paid, part-time help. 
This has the possible advantage of 
saving money, but efficiency and ac- 
curacy may be sacrificed. Once again, 
the auditor should be aware of this 
at least potential weakness and his 
verification procedure should be ex- 
__ tended accordingly. 


One area in which added care on 
the part of the auditor is most im- 
portant is in the verification of dona- 
tion receipts. Even at the best of 
times, control over these receipts is 
somewhat less than perfect and often 
it is highly unsatisfactory. The prin- 
cipal difficulty the auditor encounters 
is not to determine that all reported 
donations are correctly recorded but 
rather that the donations are all re- 
ported in the first place. Obviously, 
the auditor cannot accompany each 
canvasser to establish that receipts are 
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written out in every instance but he 
should make sure that the system es- 
tablished to guard against misappro- 
priation is the best available in each 
particular circumstance. If it is not, 
he should recommend such improve- 
ments as he may consider necessary. 


In some cases, the trustees will be 
unwilling to institute the controls the 
auditor recommends to guard against 
such misappropriation. The auditor 
might suggest, for example, that can- 
vassers should solicit donations in 
pairs. This might be a reasonable 
suggestion for an auditor, but it is 
also reasonable for the trustees to re- 
ject it especially if canvassers are in 
short supply. They might easily pre- 
fer to take a chance on fraud on the 
part of the canvassers in order to 
double the area from which donations 
could be solicited. While this is a 
valid position for the trustees to take, 
it is then up to the auditor to consider 
whether he is in a position to express 
an opinion on the correctness of the 
book figure for donation receipts. 


The final decision as to whether his 
opinion should be qualified must al- 
ways be made by the individual audi- 
tor, and there are two distinct view- 
points on this question. One school 
believes that, particularly for the 
smaller organizations, adequate con- 
trol over donation receipts is practic- 
ally unattainable. Consequently, it 
argues, the auditor’s report should be 
qualified far more often than not in 
order that his position as auditor may 
be made clear. The qualification, 
however, should be worded in such 
a way that it will not appear as a de- 
rogatory reflection on the administra- 
tion of the charity. 


One possible form of such a quali- 
fied report is as follows: 
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To Tue TRUSTEES, 
THe CHARITABLE ASSOCIATION. 

We have examined the attached statements of receipts and disbursements 
for the Charitable Association for the year ended December 31, 1957. Our 
examination included a general review of the accounting procedures and such 
tests of accounting records and other supporting evidence as we considered 
necessary in the circumstances. 

Donation receipts as set out in the attached statements are as shown by 
the books and have been checked by us to bank deposits. Because of their 
nature, however, these receipts are not susceptible to a complete check and 
have not been otherwise verified by us. 

In our opinion, subject to this limitation on the scope of our examination, 
the accompanying statements of receipts and disbursements present fairly the 
results of the Association’s operations for the year ended December 31, 1957. 


The other school disagrees with this 
line of argument. It objects to the 
implication in the report set out above 
that donation receipts are uncon- 
trollable by their nature and believes 
that controls may be established 
which would make the book figure 
for donations just as reliable as, for 
example, the amount shown for sales 
in a manufacturing company. It 
would qualify reports where neces- 
sary, but its qualification would con- 
tain the implied criticism that the ac- 
counting controls of the charity were 
not as good as they might be. Since 
this form of qualification is consid- 
erably more serious than that contain- 
ed in the example, it follows that it 
would be used more sparingly. 

Lest the writer become embroiled 
in unending arguments on this sub- 
ject, he takes the position of Sir Roger 
de Coverley that “there is much to be 
said on both sides”. 


Statement Presentation 

In all but the largest of charitable 
organizations it is common practice 
for the auditor to prepare the finan- 
cial statements as well as verify them. 


CHARTERED ACCOUNTANTS. 


In this field particular care must be 
taken to ensure that these statements 
are in no way misleading. The July, 
1957 issue of The Journal of Account- 
ancy contains a statement by the Cali- 
fornia Society of Certified Public Ac- 
countants on the subject, and it 
should be reviewed carefully by all 
C.A.’s who accept the position of au- 
ditor for a charitable organization. 
The purpose of financial statements of 
a charity, according to the statement, 
“is to clearly furnish reliable informa- 
tion on the use of contribution in- 
come”. This may be accomplished, 
the statement continues, through the 
strict allocation of revenues by source 
(bequests, campaigns, etc.) and ex- 
penses by function (charitable ser- 
vices, fund raising, etc.) based on 
sound accounting principles. This 
suggestion is not novel and perhaps 
the only unusual aspect of it is in 
the application of sound accounting 
principles to the financial statements 
of charitable organizations. But this 
should not be unusual. Each year 
vast sums of money are contributed to 
charitable causes. Surely the cont- 
ributors are entitled to a full explana- 
tion of how their money is spent. To 
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give one example, especially for large 
and continuing charities, comparative 
balance sheets and income statements 
should replace the more common but 
less informative statements of receipts 
and disbursements. In the fulfilment 
of this function, too, the auditor has 
a moral obligation to the public. Be- 
cause of this obligation he should 
strive to make the statements on 
which he is reporting as clear as pos- 
sible. 


The corollary to this suggestion is 
that the financial statements of charit- 
able organizations be given wider 
publicity. Most chartered account- 
ants would like to see the prior year’s 
statements form part of the fund rais- 
ing campaign literature of all chari- 
ties. The auditor alone can not bring 
it about but he can direct his influ- 
ence towards this goal. 


Function as Adviser 


In his capacity as adviser the audi- 
tor has a dual role to perform. He 
should recommend improvements in 
accounting systems and internal con- 
trol and do his best to ensure that 
these recommendations are imple- 
mented well before any fund raising 
“campaigns are started. In addition, 
however, the auditor often takes on a 
role almost equivalent to that of an 
officer of the charity. It has already 
been stated that the trustees are 
usually too occupied in other fields 
to devote much time to the routine 
administration of the charity. Since 
this routine administration is the main 
field of the auditor’s activities it is 
not unreasonable to assume that he is 
better informed on this aspect of the 
organization than the trustees. It fol- 
lows that his knowledge of the situa- 
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tion should be passed on to the trus- 
tees in a form of suggestions for im- 
provement. In this sense the auditor 
of the organization’s accounting rec- 
ords becomes the auditor of its em- 
ployees as well. While this function 
should not be assumed irresponsibly 
it can be a very important one and 
should not be neglected. An ineffi- 
cient office staff can be far more ex- 
pensive to an organization than a dis- 
honest one. If such a situation exists 
the auditor should not hesitate to ex- 
press himself. 

The auditor's advisory function 
might also be extended to giving as- 
sistance in the preparation of budgets. 
In this field he has had special train- 
ing and experience. His knowledge 
might therefore be of considerable 
help to the trustees. 


Fee Collector 

Finally, there is the matter of fee 
arrangements. The central issue on 
the subject is whether charities should 
be billed at reduced or nominal rates 
simply because they are charities. 
There should be only one answer to 
this question. As a member of a pro- 
fessional group we are a privileged 
minority who must accept the respon- 
sibilities inherent in our position in 
the community. Too often have 
charitable organizations been the vic- 
tims of amateur auditors. Profit-mak- 
ing concerns learned long ago that 
they could not afford such a luxury. 
How much more should this knowl- 
edge be extended to charities! It is 
the duty of all chartered accountants 
to accept the full share of their re- 
sponsibilities to charitable organiza- 
tions and serve as auditors for them at 
reasonable rates. 


Microfilming in Business 


J. BRUCE CRAMMOND 


MICROFILM is saving money for many 
businesses, It is supplying others with 
a hitherto unavailable protection 
against the loss of irreplaceable docu- 
ments. 

First of all, what is microfilming? 
It is the recording on film of a much 
reduced photographic image of paper 
documents. Reduction ratios vary, 
but by using a common reduction 
ratio of 37-1, 10,000 letters may be 
microfilmed on a 100-foot roll of 
16mm. film. Such a quantity of film 
would require storage space not much 
larger than a cigarette box (4” x 4” 
Sr kh 

The microfilming process is simple. 
Documents fed into the machine liter- 
ally take their own pictures. The 
equipment for photographing (the re- 
corder) is easy for any office clerk to 
operate after a short introductory 
training period. The film is developed 
by the supplier and returned for fil- 
ing. The equipment required for 
viewing (the reader) displays the 
document images on a glass screen at 
actual size. Combination recording 
and reading units are available. In- 
dexing meters permit rapid location 
of images. 

Costs of microfilming equipment 
vary considerably. A quality com- 





bination recording and reading unit 
may be obtained for approximately 
$2,700. Separate readers cost about 
$500. This type of equipment would 
normally be located in the general 
office, and no heavy wiring is re- 
quired. Although noise is not excess- 
ive, some offices have installed the 
equipment in a separate room. Ma- 
chines are often portable and may be 
moved to the most convenient loca- 
tion for operation. 

Microfilm has the permanency of 
the best rag-content paper and has 
been rated as having a life of 500 
years. 

To see where the money savings lie, 
several applications of microfilm will 
be examined. 


Applications of Microfilm 
BANKING 

Many of the items clearing through 
the banks require a charge against 
their depositors’ accounts for nego- 
tiable paper which the banks have 
honoured. These transit items are re- 
turned to the issuers in many cases; 
no copy remains with the bank to 
substantiate the charges against the 
depositors’ accounts. By microfilming 
these transit items, many banks per- 
petuate a copy in their own records. 
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It is interesting to note that modern 
microfilming equipment owes a good 
deal to one banker. Some years ago 
an unscrupulous depositor defrauded 
a bank by destroying one of the re- 
turned cheques which had been 
legitimately charged against his ac- 
count. He then challenged this charge 
and, when the bank was unable to 
produce positive evidence of its cor- 
rectness, was successful in having the 
entry reversed. The banker who was 
an amateur photographer then began 
to photograph the documents to sub- 
stantiate subsequent charges against 
this depositor’s account. When at a 
later date another legitimate charge 
was challenged he was able to pro- 
duce a photograph of the document 
to support the disputed charge. 
Microfilm had previously been used 
during the siege of Paris to facilitate 
the sending of documents by carrier 
pigeon from the besieged city. 


DEPARTMENT STORES 

Customers’ charge accounts at de- 
partment stores require a large 
volume of transactions to be process- 
ed as charges or credits to these ac- 
counts. 

If microfilm is not used, a copy of 
each sales slip or credit slip is filed to 
substantiate the entry to the custom- 
er’s account. On the customer’s state- 
ment a brief description of the item 
is usually shown. 

With microfilm, no paper copy is 
retained and no description need be 
written on the customer's statement. 
The original documents (sales slips, 
credit slips, etc.) are sent to the cus- 
tomer along with the statement after 
microfilming. The microfilm provides 
a complete record of the customers’ 
accounts. Savings are realized in form 
cost, filing labour, storage space, 
lower cost of mechanical accounting 
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many customer enquiries. 

One large department store has 
over 7 million sales slips on microfilm 
lodged in cabinets about the size of 
four standard office filing cabinets. 


Rerait GASOLINE SALES 

This application is similar to the 
one for department stores. Before 
being mailed, the statements and cus- 
tomer invoices are microfilmed to pro- 
duce the only record retained by the 
company. 

This procedure is also used by the 
telegraph offices in many large cen- 
tres. The customer receives a copy 
of the telegram to substantiate the 
charge on his statement. The com- 
pany retains microfilm only. Addi- 
tional savings have been realized here 
by the elimination of many requests 
for duplicate copies of telegrams. 


Census RECORD 

The census records of the federal 
government as well as the national 
registration have been recorded on 
microfilm to reduce storage space 
and permit easy reference. 


Accounts RECEIVABLE 

Some organizations microfilm the 
accounts receivable records frequent- 
ly and store the microfilm at a second 
location. This film record protects the 
assets of the organization against loss 
through the destruction of their ac- 
counts receivable record. Such loss 
could be by negligence, fire, flood or 
bombing. This protection is vital for 
large companies having millions of 
dollars of assets evidenced only by 
ledger records. 


Stock BROKERS 

At least one stock broker uses 
microfilm to record pictorially the re- 
ceipt and delivery of securities. Thus 


equipment and in the elimination of 
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MICROFILMING IN BUSINESS 


he has virtually eliminated the “script 
ledger”. This procedure proves be- 
yond all doubt which securities have 
been received or delivered. The 
photographic image can make no 
errors or transpositions in certificate 
numbers or quantities. 


LanD FILEs 

Some provincial governments have 
realized that continued handling of 
any reference document shortens the 
life of the document. Irreplaceable 
documents have been microfilmed. 
The microfilm is then used for refer- 
ence and the documents are removed 
from circulation to prolong their life. 
Two rolls of microfilm may be pro- 
duced from the one filming so that 
one roll may be used for current 
reference and the second filed as a 
permanent record. If desired at a 
later date, an additional roll of film 
may be made from one of the original 


rolls. 


BRANCH OFFICE RECORDS 

The microfilming of branch office 
records and the sending of this micro- 
film to the head office permits certain 
audit functions to be performed in 
absentia. 


ACCOUNTANTS AND AUDITORS 

Some auditing firms have already 
used microfilm to preserve previous 
year’ working papers. This procedure 
reduces storage cost and protects 
against loss of working papers. 


Microfilming of Office Records 
Business organizations are applying 

microfilm in one or more of the fol- 

lowing ways: 

1. To originate an easily stored and 
positively non-disarrangeable file 
copy. 

2. To reduce storage space and cost 
of filed records. 
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8. To produce a “Catastrophe copy” 
of valuable and _ irreplaceable 
documents. 

From the accountant’s point of 
view, additional applications are ob- 
vious. 


GENERAL ACCOUNTING 

Savings in form cost may be real- 
ized by the microfilming of sales in- 
voices to create a numerical file. After 
the microfilming, the invoices may be 
sorted alphabetically and thus from 
one copy of the invoice both a numer- 
ical and alphabetical file are establish- 
ed. The photographic file is available 
for ready reference, but may not be 
disarranged. Any of these documents 
on microfilm may be reproduced at 
actual size in what is very similar to 
a photostatic copy. 


CasH RECEIPTS 

The microfilming of incoming 
cheques and envelopes as well as 
daily bank deposit slips permits posi- 
tive internal control of cash. 


CasH DIsBURSEMENTS 

Microfilming of outgoing cheques 
with the invoices being paid thereby 
reduces the possibility of disbursing 
cheques to fictitious payees. 

Before embarking on a microfilm- 
ing program, it would be wise for a 
business to check with its solicitor 
and the taxing authorities. The legal- 
ity of microfilm has been discussed at 
length, and a solicitor could best ad- 
vise anyone interested. The taxation 
authorities will accept microfilmed re- 
cords, but require certain reasonable 
formalities to be complied with. 


Microfilm has just begun to go to 
work in Canadian offices. Imagine the 
additional space which could be freed 
for productive use if all non-current 
documents now in storage were 











436 THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1958 


microfilmed and destroyed. One large 
Canadian corporation at present pre- 
pares and stores one catastrophe copy 
of all accounts receivable statements 
sent to its customers. The same re- 
sult could be obtained by simply 
microfilming the accounts receivable 
ledger card from time to time. 

The new age of automation has 
been widely discussed and million 
dollar equipment has been installed 


gramming. Perhaps the excitement 
over automation has somewhat 
eclipsed the savings available from 
the relatively simple microfilming ma- 
chines. Moder microfilm equipment 
is now an economical office tool. Film 
cost has been reduced to about $4.00 
per 100 foot roll. Ease of operation 
and simplicity of design eliminate any 
extensive training in photography and 
make microfilm well worth serious 





requiring many man years of pro- consideration. 


SAYING IT SIMPLY 


The greatest statements of all times have been made in little words. 
Many times when something goes wrong it is because there was a breakdown 
in communication. Someone said something to someone else and that in- 
dividual heard something else. No one should be satisfied with his voca- 
bulary. We should seek to improve it constantly and to increase the number 
of words at our command until one day we have a vocabulary so large that 
we will be able to say everything we wish to say in little words. That’s the 
proof of a good vocabulary. Newspapers have good vocabularies. That is 
why the greatest statements of all time have been recognized by the press 
.and recorded for history. 

How about the promise Sir Winston Churchill gave freedom-loving men 
when he stood pretty much alone on the chalk cliffs of Dover: “Blood, sweat 
and tears” — just one syllable words. Or how about his tribute to the R.A.F. 
and R.C.A.F. after the Battle of Britain: “Never in the realm of human 
conflict have so many owed so much to so few”. The most powerful part of 
the statement is “owed so much to so few”. These are one syllable words. 

The greatest speeches of all time were the Sermon on the Mount, Lincoln’s 
Gettysburg Address and Patrick Henry’s speech before the Virginia House 
of Burgesses. In Patrick Henry’s speech, the final and most famous sentence 
had only one word of three syllables and only one word of two: “I care not 
what course others may take, but as for me, give me liberty or give me 
death”. Let’s never be afraid or ashamed to speak simply. It is the only 
language human beings can understand. 

—Dr. Arthur Secord 





Real Estate Agency Accounting 
and Control 


GORDON C. GRAY 


To keep the books and control the fi- 
nances of a real estate agency prop- 
erly, it is essential that the accountant 
should learn something of the busi- 
ness in general. It is also of great 
importance that he should become 
intimately familiar with the governing 
legislation of the province in which 
the agency operates. 

In Ontario, the conduct of all real 
estate agencies is regulated by the 
Real Estate and Business Brokers’ 
Act. The Real Estate Brokers’ Act 
first came into force on February 19, 
1931, and in 1946 a new Act was 
passed to include the business brokers 
of the province. There have been a 
number of amendments, the latest 
having received royal assent on April 
8, 1957. 


Sales Record Sheet 

The Ontario Act carefully sets out 
all rules for the operation of a real 
estate agency in the province. The 
accountant will be most concerned 
with those sections dealing with cer- 
tain bookkeeping procedures which 
must be followed, and in this respect 
the Act leaves little to the imagina- 
tion, particularly in connection with 
the treatment and recording of trust 
funds. The key document here is the 


“sales record sheet”, which must be 
used by every broker in Ontario to 
record the details of every trade in 
real estate. When completed, this 
form contains an entire historical re- 
cord of the flow of all trust funds 
that may be involved in the transac- 
tion covered. It also shows informa- 
tion concerning the date of sale, ad- 
dress of the property, names and ad- 
dresses of the vendor and purchaser, 
sale price and amount of the deposit, 
split of the commission involved be- 
tween the office and the salesman, and 
names of the vendor’s and purchaser's 
lawyers. 

The sales record sheet then be- 
comes the primary record of the trans- 
action and must be permanently filed 
as such by the broker. No deviation 
whatsoever is allowed from this form 
as prescribed by regulations under the 
Act. A copy of the form has been 
reproduced on page 439. 


Holding Deposits in Trust 

The Act provides for a careful seg- 
regation of trust moneys from the gen- 
eral funds of the agency. A single 
trust bank account must be maintain- 
ed, and disbursements from this ac- 
count may be made only in accord- 
ance with the terms of the trust. A 


437 











438 





deposit on the purchase of a prop- 
erty is, in fact, held in trust by the 
agent on behalf of both the vendor 
and the purchaser, usually “pending 
completion or other termination of the 
transaction”. It is common practice, 
on closing, for the agent to deduct his 
commission from the deposit received 
before forwarding the balance to the 
vendor. The agent must be careful, 
however, not to turn over a deposit 
or balance of deposit to either party 
until the sale has been satisfactorily 
completed, or until he is absolutely 
satisfied that he is acting in accord- 
ance with the terms of the trust. If 
he is in doubt on this point, he should 
make every effort to obtain a written 
release from one party authorizing 
him to pay the deposit to the other. 
He may sometimes find himself in a 
dilemma arising from an abortive 
transaction, as a result of which both 
parties request payment of “their” de- 
posit. At such times the agent should 
make a firm stand until the two par- 
ties have settled the matter between 
themselves. If he allows himself to be 
intimidated by either party and as a 
result acts prematurely, he may find 
himself the target of a lawsuit initi- 
ated by the other side. Occasionally, 
he finds himself in the middle, making 
“no personal claim on the deposit for 
his efforts in the transaction, and 
facing a threatened lawsuit from both 
vendor and purchaser at the same 
time. 


Recording Deposits 

A suggested accounting procedure 
for the recording of trust deposits and 
commission income is as follows: 

1. The deposit cheque is placed in 
the agent’s trust bank account im- 
mediately upon receipt, and a no- 
tation to this effect is made on the 
relative sales record sheet. At the 
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same time, each transaction is giv- 
en a permanent reference number. 
An open file is kept of all sales 
record sheets in respect of which 
deposits are being held in trust. 
The trust bank account should al- 
ways be in balance with the total 
deposits shown on the sales record 
sheets filed as under No. 2. 

On completion, a sale is entered 
in a “closing” book. The total 
commission involved is debited 
from the closing book to a “com- 
missions receivable” account, the 
office share of the commission is 
credited to “income” and the 
salesman’s share is credited to their 
respective “commissions payable” 
accounts. The closing book is a 
permanent record of completed 
transactions and indicates the 
transaction number, the address of 
the property, the date of comple- 
tion and all other pertinent data. 
The commission involved in the 
transaction is transferred from the 
trust account to the agent’s gen- 
eral bank account with the bal- 
ance of deposit, if any, being dis- 
bursed to the vendor direct from 
trust. 

The commission so transferred is 
credited to “commissions receiv- 
able” as an offset against the entry 
under No. 4 above. 

In cases where the deposit is in- 
sufficient to cover the commission, 
the entire deposit is transferred to 
the general account and credited 
against “commissions receivable”. 
The balance, when received, is de- 
posited direct to the general ac- 
count and completes the credit to 
“commissions receivable”. 

When the total deposit has been 
cleared from the trust account, the 
related sales record sheet is re- 
moved from the open file describ- 
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SALES RECORD SHEET 
(prescribed by the Superintendent under subsection 1 of section 34 of the Act) 





eid eee S ese ee ek teak MS ITS Date 
(Name of Broker) 

I have today sold the property known as ................ Se RR Sete 
RONEN: Bites oir cetichonrcon whose address is ............... / TER Ney. 
RG) Cateioeh cena we es now living at ... .at a price of $.... 

cash 
sale to be completed . . I have taken a deposit of . 
cheque 
COMMISSION $ SALESMAN $............. OFFICE $ 
CII as des oe malaria Pate 
(Salesman) 


This space for office use only 
Received deposit from (Salesman) . ae 


DEPOSIT IN TRUST (date) ............ 


Statement to vendor (date) .. 
Remitted to vendor (date) .... 
Transferred commission to Gen. Acc’t. (date) 


Paid Sateaman (Gat)... cis ie eicas odes 


ed under No. 2 and placed in a 
permanent file with all other trans- 
actions closed during the month. 

9. Cheques are generally issued 
weekly to salesmen against credit 
balances in their “commissions 
payable” accounts. 

Unfortunately, it does not follow 
that a good salesman has necessarily 
also been endowed with the ability to 
organize and control a business. In 
fact, the converse is frequently true, 
and since many agencies are not large 
enough to support a qualified full time 
accountant-office manager, it frequent- 
ly becomes the auditor’s job to guide 
his client along a business-like course. 
In such cases, it is necessary for the 
auditor to know something of the 
day-to-day operation of a typical real 
estate agency. 


..Cheque No. ...... 


sa ratemee Shs We cehcd ee atts eae ae 


Salesmen’s Drawing Accounts 
Salesmen’s drawing accounts are al- 
ways a difficult matter. Brokers are 
regularly faced with the problem of 
either gambling on drawing accounts 
or risking the loss of good prospective 
salesmen. Salesmen are sometimes 
heavy spenders, and a man without 
funds is not necessarily a poor pro- 
ducer. But advance and drawing ac- 
counts can be dangerous, if not rigid- 
ly controlled, and can sometimes ac- 
cumulate to the point where the 
agency’s very solvency may be 
threatened. It is essential therefore 
that a firm policy be established in 
this connection. A broker must set 
the maximum amount per week that 
any man will be allowed to draw and 
the maximum number of weeks that a 
draw may continue. He must be pre- 
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pared to stand by his policy in a case 
where the salesman does not produce, 
in spite of the inevitable temptation 
to continue the draw a little longer 
in the hope of recovery. To continue, 
in the great majority of cases, is to 
throw good money after bad. Where 
a salesman has business on the books 
awaiting closing, however, a 50% ad- 
vance against such business is gen- 
erally considered fairly safe, provided 
the transactions in question are firm 
and unconditional. 


Agency Expenses 

Newspaper advertising is a broker’s 
largest single item of expense and 
must be subject to careful control. The 
two basic approaches are (1) a mon- 
thly budget to each salesman on a 
total lineage cost basis, or (2) a mon- 
thly limitation based on a percentage 
of commission earned by each man. 
Provided a salesman produces, he may 
receive a greater advertising allow- 
ance under the second than under the 
first. The total costs and percentages 
used in setting up a newspaper ad- 
vertising budget will vary greatly and 
will depend on the extent to which 
other forms of advertising media are 
used. In residential sales, the total 
newspaper advertising costs should 
probably not exceed 10% of commis- 
sions earned. 

Rent and telephone constitute other 
substantial items of expense and must 
always be watched. A _ residential 
sales office is generally better situated 
on a ground floor location because 
of the opportunities for “walk in” 
trade, while it is usually advantageous 
for a commercial and industrial office 
to locate in the downtown area. In 
both cases, since higher than average 
rentals must be paid, the office should 
be laid out in the most efficient pos- 








THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1958 


sible manner. A fair volume of long 
distance calls can be expected and a 
system should be enforced to record 
all such calls as they occur. The sales 
manager or broker should initial each 
call slip for approval, preferably in 
advance. 


Monthly Statements 

Because of the frequent fluctuations 
of the real estate cycle, it is most im- 
portant that some sort of monthly 
statements be prepared. Most real 
estate agencies record income on the 
books only when the transactions have 
been closed and the relative commis- 
sions have been earned and received. 
There is generally a lapse of from 
several days to several months be- 
tween the signing of a transaction and 
the actual completion of it and pay- 
ment of the agent’s commission. State- 
ments showing closed business only 
do not, for this reason, indicate the 
current level of business activity but 
are generally two or three months be- 
hind, A suggested method, therefore, 
is the operation of an “opening” book 
which is really a memo record of con- 
tracts as they are entered into. Month- 
ly statements can then show, in addi- 
tion to the regular profit and loss ac- 
count (on closed business), a second 
profit and loss statement indicating 
business “opened” during the month, 
less operating expenses incurred dur- 
ing the month, with the resulting pro- 
fit or loss for the month on “opened” 
business. 

A proper system for the recording 
of salesmen’s earnings should include 
at least: 

1. A method of accumulating the 
earnings of each salesman for the 
purpose of issuing his T-4 tax slip 
at the year end. 

2. A method of recording all charges 

against his commission account for 
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ng the purpose of calculating his net Exhibit “B” 
fa weekly commission cheque. STATEMENT OF SALESMAN’S 
“4 8. A method of providing each sales- ACCOUNT 
. man with his own set of records ¢.y cman: 
. so that the accounting personnel 
mi | will not be bothered by salesmen Balance at ............-. 
continuously requesting back in- Transactions Closed 
formation on their individual ac- No.......--. $.......-, 
- counts. i 
iy Salesmen’s Commissions 
4 One relatively simple but highly . ones, 
- satisfactory method for the recording $ 
mn and payment of salesmen’s earnings is Chiabaie 
a as follows: a 
d. 1. Every salesman completes a “sales Grp. Ins. 
a record sheet” (see foregoing) Parking 
e- which indicates, among other Cheques 
ad things, his share of the total com- 
y- mission earned. This form is 
- checked and initialled by the de- 
ly partment sales manager before 
he | forwarding to the accounting de- 
ut partment. 
e- 2. The information contained on the sie eh 
re, sales record sheet is transcribed by y $ 
ok the accounting department onto a Balance at $ 
n- “record of salesman’s earnings” —_—————— 
h- which is completed in triplicate. Remarks: 
. (See exhibit “A” below. ) 3. One copy (white) of the record of 
; al salesman’s earnings goes back to 
ad Exhibit “A the salesman for his amin The 
‘4 RECORD OF SALESMAN’S EARNINGS social cats: tateen) ts eck aul 
, Salesman: and all second copies are totalled 
“ Department: at the month end and balanced 
r Sale with the total salesmen’s share of 
: Lease commission in the opening book. 
Mortgage They are then sorted to compute 
ng Valuation for each salesman a total earnings 
Je Ses eo on business opened. This total is 
Transaction No.: used for advertising control, etc. 
he ae The third copy (yellow) goes into 
he ) biieiiaiaie. the salesman’s folder and provides 
ip —_ a total for each man, at any time, 
To Close: of the amount of business awaiting 
- Commission: $ closing. This is used for determin- 
or Remarks: ing the extent to which advances 





will be made against commissions. 

4, When a transaction has closed, 
the third copy of the salesman’s 
earnings record is withdrawn 
from his folder, and the informa- 
tion and amount of commission is 
recorded to the credit of his com- 
mission account in a “commissions 
payable” ledger. 

5. Charges against the salesmen are 
entered directly from the cash 
book or other book of original en- 
try to the debit of their respective 
accounts in the commissions pay- 
able ledger. 

6. Once weekly, commission cheques 
are issued to all salesmen in credit 
balance and a statement is issued 
along with the cheque (see exhi- 
bit “B” above). Statements are 
issued monthly to all salesmen on 
drawing accounts or who may 
have debit balances as a result of 
advances made against business 
“opened”. 

7. The third copies of the salesman’s 
earning record relating to trans- 
actions closed during the month 
are totalled at the month end and 
balanced with the  salesman’s 
share of commission in the “clos- 
ing” book. They are then sorted 

~ and a total earnings on business 
closed is computed for each sales- 
man, this figure being entered in 
a cumulative record for calculat- 
ing T-4 slip totals at the year 
end. 

Both the forms used for earnings 
records and the statements are punch- 
ed and designed to fit in a small 4” 
x 7” three-ring binder. Each salesman 
is thus provided with what, in essence, 
is his own complete accounting 


system. He may check his T-4 slip at 
the year end by comparing it with 
the total of all credits shown on his 
weekly or monthly statements. He 
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may also make use of the statements 
in reviewing charges made against his 
account during the year, some of 
which may be deductible from his 
earnings for income tax purposes. 


In a multi-office real estate agency, 
it has generally been found that a 
completely centralized accounting 
system is the most satisfactory. In 
any event, it is doubtful whether 
many branch offices are sufficiently 
large to warrant employing their own 
bookkeeper or accountant. It is there- 
fore suggested that the salaried per- 
sonnel of the branch offices be re- 
stricted, wherever possible, to secre- 
tarial and stenographic help with all 
accounting matters being referred to 
and handled by the head office. This 
suggestion assumes the existence of 
local or near local branches only and 
further consideration would have to 
be given where branches are remote 
from the main office. 


While many of the smaller agencies 
specialize in one or two closely re- 
lated activities, most of the larger 
companies cover several fields of real 
estate activity. Some of these have a 
multiplicity of departments and 
offices, each specializing in a different 
service or in a particular geograph- 
ical area. Residential and summer 
properties, commercial, industrial and 
investment real estate, land develop- 
ment, appraisals and property man- 
agement are some of the services 
available through real estate firms. In 
this competitive age, each area of 
activity requires the knowledge and 
skill of a specialist and no one man 
can competently deal in all of them. 
Where a number of phases of real 
estate are being handled by one firm, 
it is strongly advised that the firm’s 
accounting system be departmental- 
ized to recognize and separate the in- 
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come and expenses of each phase. In 
this way “soft spots” in the organiza- 
tion can be more readily detected and 
a greater degree of control can be 
exercised over fees and commission 
charges and expenses incurred in the 
various departments. Each depart- 
ment should be made to stand on its 
own, and the manager should be ex- 
pected to produce a profit commen- 
surate with the size of the operation. 


While most costs can be directly 
atttributed to one department or an- 
other, a formula must be determined 
to govern the splitting of indirect and 
head office charges. One suggested 
method, applicable to all sales depart- 
ments, is to allocate indirect costs on 
the basis of manpower. A depart- 
ment with ten salesmen would be re- 
sponsible for twice the burden of a 
department with five men. The as- 
sumption here is that each salesman 
should, on the average, produce ap- 
proximately the same volume of busi- 
ness. Twice as much time will be re- 
quired in the accounting department 
to process the business produced by 
the ten man department as compared 
with the five man department. Thus 
twice the charge will be levied against 
the former. This formula is designed 
for and applies essentially to sales de- 
partments. Refinements must be made 
for non-selling departments such as 
property management and appraisals. 


Formula for Success 

In the long run, the success of a real 
estate agency will depend upon the 
ability of management to carry out 
(i) a continuous and careful analysis 
of general business conditions, (ii) a 


constant effort to match these external 
factors with the current financial pic- 
ture of the agency, as revealed through 
the production of complete monthly 
statements, and (iii) the exercise of 
adequate financial control in accord- 
ance with the conclusions reached 
from (i) and (ii). 

It is of interest to note the findings 
of economists in Canada and the 
United States as a result of recent ef- 
forts to relate the real estate market 
with the general business cycle. Cer- 
tain factors of “cause” exist which can 
be used as advance warnings against 
an impending change in the level of 
activity: 

1. Residential occupancy and vac- 
ancy level. 

2. Residential rent price. 

3. Purchasing power of the commod- 
ity dollar. 

4. Eviction suits. 

5. Extent of families 
and on relief. 

Other criteria which may be termed 
factors of “effect” reflect a change in 
the business trend after it has occur- 
red, and sometimes subsequent to the 
low point or the peak in a cycle. 
These are: 

1. Volume of real estate sales. 
2. Mortgage lending. 

3. Real estate security prices. 
4. New construction activity. 
5. Foreclosures. 

These factors of “effect” clearly in- 
dicate over-optimism in a boom peri- 
od and excessive pessimism in a de- 
pressed period of many whose busi- 
ness is closely related to the real es- 
tate field. 


unemployed 








Retail Branch Accounting 
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Tue 1951 census enumerated 151,626 
retail outlets in Canada with a sales 
volume in that year of $10.7 billions. 
Nearly 75% of this business was done 
by 143,930 independent merchants, 
95% of whom controlled single unit 
outlets. The next largest group was 
composed of 488 chain store organiza- 
tions which together accounted for 
16.6% of the total retail sales in 7,585 
branch stores. The remaining 8.5% of 
retail business was claimed by 111 
department-store organizations. 


Prior to 1900, retailing was domin- 
ated by the single-unit general store. 
During the latter part of the 19th 
century and the early part of the 
20th, the general store enlarged its 
business by offering a wider range of 
merchandise under one roof. As the 
population became increasingly ur- 
ban the modern department store 
emerged. There are, however, def- 
inite limits to the continued growth of 
a store in this direction and other 
methods of expanding volume had to 
be sought. With spreading urban 
areas and consequent traffic problems 
' for the consumer, the need to bring 
- convenient goods outlets into close 

proximity of the market encouraged 
merchants to seek increased volume 
by opening small branch outlets in 


neighbourhood areas. Statistics of 
this growth in Canada began only in 
1930, and that year, 518 organizations 
operated 8,097 stores doing a sales 
volume of $487 million. By 1940, the 
number of stores had dropped to 
7,131, and volume had increased to 
$508 million. In 1955, 8,274 stores, 
operated by 496 organizations, pro- 
duced sales of $2,354 million. 


There are sound economic reasons 
for the strong position chain stores 
have won for themselves in retailing. 
A brief account of these forces is 
necessary to a proper understanding 
of the system of accounting in use be- 
cause accounting systems tend to take 
on the characteristics of the industries 
they serve. In this case the industry 
is highly centralized; therefore the 
accounting is centralized with as 
much control as possible exercised 
from the head office. 

The smaller chain store can reach 
more people simply by adding more 
sales outlets. It has flexibility of loca- 
tion and can follow a shifting popula- 
tion. This flexibility also provides a 
form of insurance, a spreading of the 
risk, so that one unprofitable location 
will not cripple the organization. As 
chains are “cash and carry” opera- 
tions, they are low cost stores. 
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The advantages of division of 
labour which did so much for manu- 
facturing efficiency apply with equal 
force to retailing. Specialists perform 
the many tasks formerly borne by the 
individual store owner. 

By far the most important reason 
for the existence of chains is the abil- 
ity to obtain large sales volume, for 
volume brings with it many advan- 
tages. First of these is the ability to 
buy directly from the manufacturer. 
A single handling of merchandise 
makes for lower distribution cost; and 
direct purchasing enables the manu- 
facturer to produce for a firm order, 
lessening the risk of inventory loss. 
Production peaks can be reduced 
and steadier employment provided. 
Secondly, volume permits quantity 
buying, and breaking bulk in ware- 
houses, which usually reduces unit 
costs. A third advantage is the ability 
to use advertising media for a number 
of stores, instead of one or two. Final- 
ly, the attainment of high volume and 
rapid turnover permits a company to 
operate on a_lower-than-otherwise 
gross profit margin, thereby permit- 
ting lower prices, which in turn stim- 
ulates sales. 

Against this background an attempt 
will be made to describe the account- 
ing system in one chain of limited- 
price variety stores, with more em- 
phasis upon the reasons for what is 
done than upon the details of the 
doing. 


Store Records 

In the local store, merchandise is 
ordered by means of printed listings 
for each authorized supplier, which 
list all merchandise the store may 
order. After counting stock on hand 
and estimating future sales, the man- 
ager makes out his order and sends it 
to the head office for validation and 
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forwarding to the supplier. In this 
way strict control is kept over sources 
of supply and, in a general way, over 
purchases. 

Copies of the listings are filed in 
the store and serve to record quanti- 
ties ordered, on hand and sold. They 
are also used to check invoices from 
suppliers as to quantity ordered and 
cost price. During this operation, sell- 
ing value is calculated and entered 
on the invoice “sticker” for use in 
later recordings. (The invoice “stick- 
er” is a form which is attached to the 
bottom of the invoice for accounting 
purposes. Spaces are provided for 
store number, initials of stockroom 
checker, date of entry in invoice 
register, selling value, cost, duty, 
freight, laid down cost, manager's ap- 
proval and accounting distribution. ) 


All invoices, whether for merchan- 
dise or expense, are first checked and 
then entered in a store invoice regis- 
ter. This is a memorandum record 
which is kept as a guide to the store 
manager, and to permit the prepara- 
tion of monthly and annual reports to 
head office. The register has sections 
for merchandise purchases (one for 
each department) and for such ex- 
penses as salaries, utilities, supplies, 
incidental expense, equipment ex- 
pense, building repairs and donations. 


Entries in the register come from 
suppliers’ invoices, warehouse and 
other branch store invoices, head 
office charges, store daily cash re- 
ports and a summary of markups, 
markdowns and visible waste. 


The most important record the 
branch store keeps, and the only one 
which forms an integral part of the 
financial accounting at head office, is 
the daily cash report. Receipts from 
sales, payroll deductions, pay tele- 
phones, provincial sales tax collected 
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and the like make up the cash in- 
come; bank deposits, salaries and 
minor expenses are the principal 
cash outgo. 

The food department operates dif- 
ferently, for here local purchasing is 
necessary and selling value cannot be 
recorded on purchase invoices. Phys- 
ical inventories are taken monthly to 
determine cost of sales, and this 
figure, as developed from store re- 
cords, is the basis of an entry on head 
office books crediting inventory ac- 
count and debiting cost of sales. 

The principal reports made to head 
office are a monthly profit and loss 
report; a statement of merchandise 
purchased (at cost and _ selling 
values), sales and inventories; and an 
annual net profit report. In addition, 
the stock of variety merchandise on 
hand is reported daily on the cash 
report. All of these reports are pre- 
pared from the invoice register which 
is a memorandum record. 


Warehousing 
The organization described here 
does not warehouse all its merchan- 
dise as do some chains. In fact, a 
small percentage of the goods 
handled goes through the company’s 
~warehouses. Grocery chains ware- 
house practically everything because 
they handle large quantities of mer- 
chandise, some of which is very 
heavy. In order to get the best price 
possible they buy in carload lots, 
making a warehouse operation both 
necessary and economical. Drug 
chains must warehouse because most 
of their shipments to stores are in 
such small quantities that drop ship- 
ments from suppliers would be un- 
economical. Variety chains come in 
between these two extremes: like de- 
partment stores, they buy in quanti- 
ties which are most economically 
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handled as direct shipments to stores. 

The warehouse operation is con- 
fined to staple items which can be 
purchased in large quantities at man- 
ufacturers prices. Stores order from 
the warehouse on a printed listing 
which is returned to the store as an 
invoice against which the goods are 
checked. The order-invoice remains 
in the store after being recorded 
and the store receives its charge, at 
cost and selling values, from a daily 
sales sheet prepared by the ware- 
house and forwarded to the head 
office. Once a month a tabulated 
listing of warehouse charges is sent 
to each store where it is checked 
against the invoices on file. 

The entry in the head office is 
simply a credit to warehouse sales, 
and a debit to store merchandise pur- 
chases. Since the selling value ac- 
count is not tied in with the financial 
accounting, there is no profit sus- 
pense account either for the ware- 
house purchases or the stores’ pur- 
chases from the warehouse. Both 
sides of the entry are of course a 
part of the overall cost of sales ac- 
count of the chain, and are segre- 
gated by means of account numbers 
and store numbers punched into the 
tabulating cards which record each 
transaction. 


Head Office Accounting 

In the head office of the company, 
the invoices, cash reports and other 
documents from stores are individual- 
ly recorded by means of punched 
card equipment and summarized in 
books of original entry for posting to 
general and subsidiary ledgers. A 
card is punched for each document 
or entry, and into it is punched an 
account number and a store number. 
Sortation of these two numbers, and 
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production of summary cards, pro- 
duces eventually one card for each 
account for each store: from this 
basic record is prepared a stock led- 
ger, and a stores’ ledger. 


In the stock ledger each store’s ac- 
count is charged at cost and selling 
with the opening inventory and pur- 
chases, and credited with sales. The 
monthly selling value inventories 
which result are costed by applying 
the cumulative gross profit percent- 
age on purchases, but this is only 
done for insurance reporting pur- 
poses; the selling value balance is the 
one which is used for inventory con- 
trol. 


The stores’ ledger is a tabulation of 
sales, purchases and expenses by 
stores which becomes, at the end of 
the year when opening and closing 
inventories are included, a set of op- 
erating statements for the stores. No 
use is made of this information for 
reporting or control purposes during 
the year; only at the end of the year 
when all invoices, inventories and ac- 
cruals are taken up is this record call- 
ed into service. It is considered too 
expensive and too slow to make 
monthly closings of the stores’ ledger. 
Invoices are in transit and under ad- 
justment at each month-end, expense 
accruals would be numerous and 
complicated, and the information ob- 
tained in this way would be late. The 
memorandum reports made up by 
the stores are more likely to include 
all expenses, are available immediate- 
ly after the month-end and are suffi- 
ciently accurate for making policy de- 
cisions. They are therefore used for 
control purposes during the year. 


The most important figures of store 
operation are sales, gross profit and 
salaries. Sales are accurate on these 
reports and can be verified from the 
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cash reports and cash register records. 
Gross profit is established by apply- 
ing to sales the cumulative markup 
on purchases which is computed at 
head office from the invoices pro- 
cessed. Salaries can be_ verified 
through the cash reports on which 
they are recorded, and by the dup- 
licate payroll journals. 

As mentioned earlier, cash reports 
are an integral part of the accounting 
system, and are therefore subjected to 
close checking and verification in the 
head office. The usual techniques of 
internal control, such as cash reg- 
isters, signed payrolls, receipted 
vouchers, etc., are used to safeguard 
cash. Receipts from sales in excess 
of payroll and change requirements 
are deposited daily in local bank ac- 
counts on which the managers do not 
have signing authority; automatic 
transfers then channel the funds to 
head office to which all bank docu- 
ments are sent and where all bank 
accounts are reconciled. 


The main problems of control in a 
chain store organization concern cash, 
inventories and expenses. Because 
ownership is distant from the local 
operations, control from head office 
is necessary to safeguard cash, to 
keep inventory losses to a minimum 
and to prevent unnecessary expense. 


Head Office Control 

Accounting plays a part in estab- 
lishing this control, but it has limita- 
tions. For example, it is difficult to 
instal an accounting control to ensure 
that all sales are registered; a certain 
amount of stock will disappear in 
spite of the best precautions (this is 
called invisible shrinkage); and ac- 
counting controls cannot prevent mer- 
chandise from being soiled or broken. 
Expenses can presumably be control- 
led by careful budgeting, and it is in 
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this area that accounting can be most 
useful. 


CasH 


The control of sales is centred in 
the cash register. The recording dial 
is kept locked, and custody of the key 
confined to the store manager or his 
appointee, usually the office cashier. 
Each day the registers are read and 
the tills balanced; overages and short- 
ages are established for each register, 
and large differences investigated. As 
mentioned above, the problem is not 
so much to control what has been re- 
corded, as to ensure that each sale is 
registered initially. Careful employee 
selection and training, constant super- 
vision and shopping service checkers 
are more useful for this purpose than 
accounting media. 


It should be explained here that 
the cash registers in use do not pro- 
duce a receipt for the customer or 
departmentalize the sales as do regis- 
ters used in groceterias. Since variety 
stores are not yet normally self-ser- 
vice stores with check-out cashiers, 
registers are spotted all over the 
store; because the investment in regis- 
ters is heavy they must be of the 
simplest type. During the day, sev- 

eral sales clerks will use the same 
register, and this further complicates 
the difficulty of assigning responsibil- 
ity for cash shortages. Variety stores 
are now venturing into self-service, 
and in this type of store central regis- 
ters which produce customer receipts 
are used. However, in the majority 
of stores the control over cash is still 
a matter of ensuring the initial regis- 
tration of the sale. 

Periodically cash counts are made 
by the store superintendents. At that 
time cash register readings are taken 
and forwarded to head office for com- 
parison with the cash register records 
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on file there. At the same time the 
cash balance is reported for compari- 
son with the relative cash report sent 
in by the store. 


Wages are paid in cash ai the store 
from payrolls prepared on the spot. 
This is one example of decentraliza- 
tion from which it is difficult to es- 
cape. Due to staff changes, irregu- 
larity of hours, and payroll deduc- 
tions for such things as employee pur- 
chases and hospital insurance, it is not 
practicable to centralize this opera- 
tion. Payrolls are prepared in dupli- 
cate and one copy is attached to the 
cash report sent to head office. New 
employees must be registered with 
the head office, which prepares and 
sends to each store each week a pay- 
roll journal with employees’ names al- 
ready recorded on it. The store mere- 
ly completes the wage data and pays 
out the net wages. Individual salary 
data is accumulated by head office 
for preparation of government wage 
returns and personnel records. In 
every store, two or more people are 
involved in the preparation and ap- 
proval of payrolls. 


INVENTORIES 


Without central warehousing of all 
merchandise, control of stocks in 
stores is difficult. Although orders 
are approved by head office, stock 
control is primarily the local mana- 
ger’s responsibility because only at 
that point is there up-to-date infor- 
mation about stock on hand, on order, 
and sales. While the head office has 
a daily memo of stock on hand, this 
information is only a dollar total; like- 
wise the stock ledger maintained in 
the head office is only a total dollar 
figure. This is useful for overall con- 
trol and provides the initial warning 
of a heavy stock position. But is this 
the real purpose of stock control? Is 
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not the important point the composi- 
tion of the inventory? Each store is 
given an authorized “capital” for 
total stock, but in addition it is re- 
quired to carry particular items, and 
to have these items on sale in ade- 
quate quantities. To have the right 
merchandise on sale at the right time 
and in the correct quantities is the 
key to good merchandising, and the 
essence of stock control. If this con- 
dition exists — and it can only issue 
from careful stock taking and sys- 
tematic ordering — the overall stock 
position will be under virtually auto- 
matic control. This may raise the 
question of perpetual inventory 
records by departments, lines or in- 
dividual items. Such a detailed pro- 
cess is not feasible in a retail busi- 
ness handling thousands of low-cost 
items. The expense would be pro- 
hibitive. 

Beyond the limited control avail- 
able through validating orders and 
daily and monthly reports of sales, 
stock on hand and turnover (sales 
divided by stock on hand) the com- 
pany relies upon merchandise super- 
intendents who visit the stores peri- 
odically. The composition of the in- 
ventory is examined in detail several 
times a year, and the store is rated 
according to a standard system of 
evaluation. 


EXPENSES 


In retail organizations expenses are 
customarily expressed as percentages 
of sales. Budgeting is therefore rela- 
tively simple once the sales volume 
has been realistically estimated. 
Moreover, whether sales come up to 
expectations or not, a store manager 
knows that he must endeavour to 
keep expenses proportionate to sales. 
It is not suggested that expenses will 
always vary in direct proportion to 
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sales; in fact an increase in volume 
usually reduces expense percentages 
and vice versa. 

Control over expenses is exercised 
by close examination of the monthly 
net profit report and salary statistics. 

The opportunity for comparison is 
one advantage of chain store organi- 
zations which is particularly valuable 
in controlling expenses. The various 
items of expense follow a well defined 
pattern (making allowance for special 
circumstances), and deviations from 
normal stand out sharply. Well man- 
aged stores, easily distinguished from 
poorly managed ones, provide a basic 
standard of performance against 
which to check all outlets. 

While expenses are closely watched 
by head office, the real control is in 
the hands of the store manager. Hav- 
ing set his budget he must control his 
salaries and other expenses so as to 
live within it. It is apparent that he 
could not do so without a record of 
expenses in the store for constant 
reference which is up to date at all 
times. This is the real reason for the 
detailed records which are kept by 
the store, even though they are only 
memorandum accounts. 


There is, however, more to expense 
control than accounting. Salary hours 
must be budgeted, both on a weekly 
and an annual basis, because volume 
comes in peaks toward the end of the 
week, and at such seasons as Easter 
and Christmas. Supplies must be al- 
located by quantity, and all equip- 
ment must be maintained on a regu- 
lar schedule to minimize repairs. 
These management problems are 
mentioned here in order to illustrate 
the close partnership of the account- 
ing and operating functions. 


The final comparison of store re- 
sults is made at the year-end when 
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physical inventories are taken, and 
both the store and the head office 
prepare an annual profit (or loss) re- 
port. At that time, inventory losses 
are established on head office records 
and comparisons are made with store 
records for all items in the profit and 
loss statement. This is done only 
once a year because of the expense 
involved in taking inventories of 
thousands of low cost items and the 
difficulty of making an even cut-off 
of all records in both store and head 
office. 


Conclusion 

The chain store has developed in- 
to a large scale centralized organiza- 
tion operating with as much account- 
ing control as possible from the head 
office. Nevertheless the local man- 
ager is still the key to success: in the 
vital areas of stock control, sales reg- 
istration and the expense budget the 
real control is local, and accounting 


has limitations. This is one of the 
reasons for fairly simple hand-pro- 
duced memoranda records at the 
store level. Another is the cost fac- 
tor: an individual store simply can- 
not afford elaborate accounting sys- 
tems. 

The situation is, however, not sta- 
tic, but constantly evolving. Since it 
is much more economical to do the 
accounting work at the head office 
where volume permits the application 
of advanced techniques, the trend is 
toward centralization. More and 
more we are finding that work form- 
erly performed at the store level can 
be transferred to the head office. 
With the application of electronics to 
accounting problems, the day may 
not be far off when time and distance 
will be so annihilated that all ac- 
counting and reporting will be cen- 
tralized, leaving the store with noth- 
ing more than invoices, cash reports 
and suppliers’ listings to handle. 


CORRECTION 
Because of a typographical error in Administrative Accounting for April, 1958, 
,.the relationships governing the level of dividend payments and the rate of dividends a 
share shown at the top of page 356 were stated incorrectly. The relationships should 


be as follows: 
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Accounting Research 


THE CONFIRMATION OF RECEIVABLES 


The bulletins issued by the Com- 
mittee on Accounting and Auditing 
Research are directed mainly to ac- 
counting principles, but auditing has 
not been ignored. The techniques 
and skills of auditing are such, how- 
ever, that the possibilities of uniform 
procedures are very limited. Every 
audit is in some respects unique, and 
the aspects which are particular are 
found to vary from audit to audit. It 
is doubtful whether any audit pro- 
cedure, if described in precise terms, 
could be elevated to the status of an 
essential technique for which no al- 
ternative could be allowed. 


What is suitable or adequate in 
each audit will depend on the cir- 
cumstances of the audit. Generali- 
zation or standardization is help- 
ful only if broadly conceived. A 
certain procedure may be found to 
be, in general, the best proced- 
ure for its purpose, but other avail- 
able procedures may produce satis- 
factory results. Perhaps the generally 
best procedure is quite impractical in 
some cases, and something else must 
be found on which the auditor can 
base his opinion. This may place 
great demands on his skill and judg- 
ment, but the professional auditor will 
welcome the opportunity to test his 
talents. 


There is nothing wrong with gen- 
eral recognition of a given type of au- 
dit procedure as standard practice (in 
the sense of normal practice), so long 
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as the standard is broad enough to 
encompass suitable variations, and 
flexible enough to permit valid excep- 
tions or suitable alternatives. The 
danger to be guarded against is any 
tendency toward codification of audit 
techniques which would tend to sub- 
stitute formalized procedure for an 
inquiring examination. 

These broad principles seem to be 
well recognized in our profession. At 
the same time, it is acknowledged 
that there are certain aspects of au- 
diting practice which can be advanced 
by formal statement of the status of 
certain auditing procedures, if the 
statement can be drawn within the 
framework of the broad principles 
suggested above. 


In 1939 the American Institute of 
Accountants voted into the status of 
standard practice the two audit pro- 
cedures of observation of inventories 
and confirmation of receivables, where 
these procedures are practicable and 
reasonable. “Failure to apply the 
procedures, where they are practic- 
able and reasonable, in general pre- 
cludes expression of an opinion on 
the fairness of the financial state- 
ments taken as a whole.” Further 
statements, released in 1942 and in 
1956, call for disclosure, by the audi- 
tor, of any omission of these proced- 
ures and the use of other means to 
satisfy himself. The practice in re- 
gard to these procedures in the United 
States (and to a lesser extent in Can- 


ada) has undoubtedly been influenced 
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by the requirement of the U.S. Se- 
curities and Exchange Commission 
that the accountant’s certificate “shall 
designate any auditing procedures 
generally recognized as normal, or 
deemed necessary by the accountant 
under the circumstances of the par- 
ticular case, which have been omit- 
ted, and the reasons for their omis- 
sion”. 

The research committee of the Can- 
adian Institute has not, prior to Bul- 
letin No. 15, issued a statement on the 
confirmation of receivables, but in 
Bulletin No. 7 (October 1951) it re- 
ferred to observation of inventories 
in a paragraph pointing out that gen- 
erally accepted auditing procedures 
at that time did not require attend- 
ance by the auditor at the physical 
stocktaking, except in the case of 
companies filing with the S.E.C. The 
research committce has reviewed the 
situation from time to time since 1951, 
and it has come to the view that it 
should now express its considered 
opinion as to the proper status of di- 


rect confirmation of receivables in 
auditing practice in Canada, as set out 
in Bulletin No. 15. The current agen- 
da of the committee includes consid- 
eration of the need for a bulletin also 
on the observation of physical stock- 
taking. 


Bulletin No. 15 recognizes the gen- 
eral acceptance of communication 
with debtors as a useful auditing 
practice. It also acknowledges that 
there are circumstances where this 
procedure would be impracticable or 
harmful, and that other procedures 
may be available to the auditor in 
these exceptional cases. The auditor 
should qualify his report if he is not 
satisfied that he has established the 
validity of the receivables either by 
communication with debtors or by 
adequate alternative procedures. 


The bulletin carries the customary 
warning that it should not be consid- 
ered of retroactive effect or applic- 
able to items of little or no conse- 
quence. 


C.LC.A. Research Bulletin No. 15 
April 1958 


CONFIRMATION 


1. The Committee on Accounting 
and Auditing Research has generally 
limited its bulletins on auditing to 
questions of professional standards 
and the forms of auditors’ reports, in 
which a measure of uniformity is de- 
sirable. In the opinion of the com- 
mittee, a bulletin setting out stand- 
ards of auditing procedure should be 
issued only when the exceptional na- 
ture of a problem calls for formal 
recognition of an acceptable practice. 





OF RECEIVABLES 


2. Members of the Institute have 
suggested that the committee should 
clarify the status of the procedures of 
confirmation of accounts and notes 
receivable by communication with 
debtors, and the status of alternative 
procedures in lieu of such communi- 
cation. 


General Use of Direct Confirmation 
Procedures 


8. In the process of forming an 
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opinion as to the fairness of the finan- 
cial statements, the auditor follows 
various procedures with respect to ac- 
counts and notes receivable to satisfy 
himself that the accounts and notes 
are authentic, and to evaluate their 
probable collectibility. The com- 
ments in this bulletin are directed 
mainly toward the auditing proced- 
ures related to the authenticity of ac- 
counts and notes receivable. 

4. The committee considers that 
some form of direct confirmation of 
accounts and notes receivable by com- 
munication with debtors is a useful 
auditing practice which has gained 
general acceptance. At the same time, 
the committee recognizes that there 
are circumstances where direct con- 
firmation would be impracticable or 
harmful to the client’s business. In 
these exceptional cases other proced- 
ures may be available to the auditor, 
as indicated in paragraphs 14 to 18 
of this statement. Some of these 
other procedures may also be appro- 
priate even when direct confirmation 
is carried out. 


Purpose and Timing 

5. Communication with debtors as- 
sists the auditor in substantiating the 
balances which his client’s records 
show as receivable, and may assist 
him in appraising the effectiveness of 
the client’s system of internal con- 
trol over the receivables. 

6. The confirmation may be under- 
taken at a date other than the end 
of the financial period, if the auditor 
is satisfied that the result of the con- 
firmation at that date is a reasonable 
indication of the authenticity of the 
accounts and notes receivable shown 
on the balance sheet. The auditor 
should take into account any material 
alteration in the circumstances be- 
tween the date of confirmation and 
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the date of the balance sheet, such as 
seasonal variations in sales and 
changes in personnel or in accounting 
and control procedures. 

7. If internal control is not eftec- 
tive, and communication with debtors 
is used to check the authenticity of 
receivables, the confirmation should 
be undertaken at or near the end of 
the financial period. 


Type and Extent of Confirmation 


8. The conditions encountered in 
each audit engagement will determine 
the choice of confirmation procedures 
and the extent to which they are ap- 
plied, but certain suggestions may as- 
sist the auditor in exercising his in- 
dependent judgment in selecting the 
appropriate procedures in each case. 

9. The communication may include 
a request that the debtor reply to the 
auditor only in the event of disagree- 
ment (i.e. “negative confirmation”), 
or the debtor may be asked to reply in 
any case (i.e. “positive confirmation” ). 
Sometimes combinations of positive 
and negative confirmation are used. 
The procedures may be applied to all 
debtors or to a sample only. 

10. The positive and negative forms 
of confirmation each have certain ap- 
plications, and the choice between 
them will depend on circumstances. 
The receipt of a positive confirmation 
provides better evidence of the cor- 
rectness of an account than does fail- 
ure to receive a protest under the 
negative form of verification. The 
negative form of circularization, how- 
ever, is simpler and less time consum- 
ing and consequently may permit cov- 
erage of a larger number of balances. 

11. Negative confirmation suffers 
from the fact that it does not always 
receive consideration from the debtor, 
and consequently a failure to reply 
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does not necessarily signify agree- 
ment. Positive confirmation will sel- 
dom produce replies to all requests, 
but it sometimes has the advantage of 
producing useful information in cases 
where the customer is not prepared to 
confirm or is unable to do so. 

12. Positive confirmation would be 
preferred: 

a. for individual balances of rela- 

tively large amount; or 

b. where there are few debtors; or 

c. where there is evidence or sus- 

picion of serious errors or ir- 
regularities. 

13. For many audit engagements, a 
combination of positive requests for 
at least a sample of large accounts, 
and negative requests for at least a 
sample of smaller accounts, will pro- 
vide a suitable coverage. 


Other Procedures 

14. While accepted auditing prac- 
tice normally includes communication 
with some or all of the debtors, situa- 
tions are sometimes encountered in 
which this form of confirmation would 
be ineffective. For example, certain 
debtors may not comply with the con- 
firmation request because their book- 
keeping is decentralized or mechan- 
ized and does not lend itself to con- 
venient assembly of the creditors’ 
whole accounts. 

15. Where communication with 
debtors is deemed to be impracticable 
or harmful, the auditor must seek 
other means of satisfying himself that 


the receivables are authentic. Suit- 
able procedures will vary greatly in 
different engagements and the sugges- 
tions which follow are not intended to 
cover all possible situations. 

16. Collection of an account sub- 
sequent to the date of the balance 
sheet may provide corroboration if 
there is evidence that the payment 
was received from or on behalf of 
the debtor and that it was in satisfac- 
tion of a specific account or item. 

17. Examination of internal evi- 
dence such as customers’ orders and 
correspondence files, shipping docu- 
ments and billing records, and stock 
control procedures, is useful in sub- 
stantiating the receivables. 

18. Requests to debtors for con- 
firmation of a specific list of pay- 
ments, or requests for a listing of re- 
cent payments or of payments made 
in a specific period, can be useful al- 
ternatives to direct confirmation of 
accounts or balances. 


Qualification of Auditor’s Report 

19. In general, procedures substi- 
tuted for communication with debtors 
are found to be less satisfactory and 
more costly, but they are recognized 
as acceptable procedures in some cir- 
cumstances where direct confirmation 
is not practicable. Where the auditor 
is not satisfied that he has established 
the validity of the receivables, either 
by communication with debtors or by 
adequate alternative procedures, he 
should qualify his report. 
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Practitioners Forum 


More ON STAFF MANUALS 


The March column commented on 
current American and Canadian prac- 
tice in the use of office manuals. This 
month we will consider a few types 
of manuals and discuss alternative 
courses of action available. 


Audit Manuals 

The main problem to be faced in 
preparing audit manuals is to decide 
on the scope of the coverage. Na- 
turally, there is no need to repeat 
material that can be found readily in 
any of the published textbooks. On 
the other hand, it is desirable to indi- 
cate the firm’s policy in areas where 
the accepted procedure varies. Per- 
haps if one were to think of audit- 
ing under the headings “what”, “why”, 
and “how”, a firm’s manual might 
deal specifically with “how”, cover 
“what” adequately, but leave the ex- 
planation of “why” to the textbooks. 

A partner in a national firm says 
that manuals do not lead to rigidity 
in auditing techniques. They are no 
more stifling than textbooks. He 
also believes that manuals, in addition 
to setting forth the procedures to be 
followed, should explain “why” be- 
cause students will do better work and 
will progress more rapidly when they 
understand the reasons for the pro- 
cedures they are carrying out. 


Typing Manuals 

Very few firms, even among the 
larger ones, have detailed typing man- 
uals, Probably the simplest method 


of obtaining typing uniformity is to 
prepare several specimen sets of fi- 
nancial statements illustrating differ- 
ent types of statements and methods 
of presentation. 

The issuance of specimen or model 
statements has been found quite ef- 
fective. They will be followed care- 
fully by audit staff, whereas several 
pages of typewritten instructions de- 
scribing the form and content of state- 
ments will not register nearly as well. 
In “Practitioners Forum” in The Jour- 
nal of Accountancy, May 1957 is a re- 
port on the use of a “Standard Re- 
port Form Kit”, Each year certain 
clients’ statements are chosen for 
special care in preparation. Addi- 
tional copies of these reports are dis- 
tributed to the staff as a model. By 
selecting a representative variety, 
these provide adequate flexibility. 
Most important, the extra cost is neg- 
ligible as the procedure involves little 
more than extra care in doing work 
which has to be done in any case. 


Staff Manuals 

The preparation of office or staff 
manuals seems to be most common. 
Apparently most firms find that their 
established routines, for such every- 
day practical matters as preparation 
of timesheets, filing and recording 
one’s whereabouts, require clarifica- 
tion by the issuance of written pro- 
cedures. As they concern all the 
staff this is understandable. Our firm’s 
manual on “Office Procedures” in- 
cludes the ten sections which may be 
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considered generally representative: 
responsibilities and duties of staff; 
hours worked, expenses and time- 
sheets; conditions of employment; 
notebooks — list and use; data re firms 
and personnel; library and pamphlet 
list; monthly allocation reports; status 
of work reports; seasonal peaks; filing 
and stationery. 


Cost of Manuals 

If calculated at standard rates for 
time charged to clients, the cost would 
appear to be very great. However, 
the actual cash outlay is much less, 
as in practice manuals are usually 
prepared through extra effort on the 
part of the partners. Accordingly, the 
cost problem is not insurmountable. 


Several of this department’s corres- 
pondents have suggested that the 
Canadian or Provincial Institutes 
might prepare a set of standard man- 
uals. In this way, the cost would be 
spread out over a large number of 
members and some standardization of 
procedures among firms would be ob- 
tained. Of course, each firm would 
be free to make changes for its own 
use. However, some advantages 
would perhaps accrue from standardi- 
zation. Particularly if relations with 
clients and staff were made more uni- 
form, this would tend to raise the 
overall level of the profession’s con- 
duct and practice. 


Small Firms 

Practical experience has shown that 
one of the main reasons for having 
office manuals is to obtain uniformity. 
In the small firm, this is not a prob- 
lem as usually a partner personally 
does a large part of the work, pre- 
pares the report and handles the dis- 
cussions with the client. When only 
a few partners are involved they can 
keep one another informed of all that 
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is going on. The advantages of man- 
uals in these circumstances are offset 
by the main disadvantages, i.e. the 
cost and practical difficulty of pre- 
paring manuals and keeping them 
up to date. 

There are other disadvantages, too. 
Even with a good manual, it is essen- 
tial to keep prodding the staff to ob- 
tain uniformity. There is the fear of 
restricting initiative and the need for 
different forms or procedures in those 
situations where the models are not 
appropriate. This line of reasoning 
leads to the conclusion that small 
firms with only one office do not need 
a comprehensive manual. 


One exception to the general rule 
that the larger the firm the greater the 
need for a staff manual is perhaps in 
the stenographic situation. A firm 
with several stenographers can quite 
easily integrate a new one into the 
firm’s routines, as the others are able 
to train her. However, a firm with 
only one stenographer has a serious 
problem when she leaves. It is very 
costly for the partner personally to 
give her replacement detailed instruc- 
tions. Accordingly, a comprehensive 
and detailed stenographic manual 
would be valuable to the small firm. 
The sole practitioner is in a better 
position regarding a new student, 
as the latter is taking the Institute 
Course of Instruction, and there are 
usually senior students available to 
help in his training. 


Are Manuals Needed? 


The advantages of office manuals 
are generally recognized. They are 
a useful training aid that will hasten 
the development of efficient staff and 
save training costs. They will assist 
in maintaining a high quality of work 
and make possible greater delegation, 
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which is so necessary in a large firm. 
As the size of an organization and the 
number of branches grow, the need 
for an office manual increases corres- 
pondingly. Uniformity and control 
can be met most practically with the 
help of standard procedure manuals. 
Accordingly most of the larger and 
multi-branch firms have them. 


The small public accounting firm 
has less need for office manuals; 
nevertheless, there are many benefits 
to be obtained even for them. In 
particular, a good manual enables the 
practitioner or partner to delegate 
work more extensively, train his 
staff more efficiently and economical- 
ly, and generally do a better job for 
his clients. As a result he has a more 
profitable practice and is in a better 
position to increase his clientele. This 
line of reasoning leads to the conclu- 
sion that small firms do need manuals. 


What Alternatives Are Available? 

A small office which has decided 
that the preparation of a set of man- 
uals is not practicable will want to 
consider the alternative ways of 
achieving its objectives. One stand- 
ard procedure is for the reviewer of 
files to make constructive comments 
regarding the work done so that the 
working papers will provide a useful 
guide the following year. Another is 
to hold regular staff meetings during 
slack periods to discuss actual state- 
ments and working papers. Of course, 
these methods can also be used by 
firms that have manuals. 


The need for an office manual de- 
pends largely on the amount of super- 
vision which the partners can exer- 
cise. Some firms direct their efforts 
at training partmers and other C.A. 
staff members who will be supervising 
the work to follow the firm’s ideas, 
policies and procedures. 
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The sole practitioner may prefer to 
devote time to attending group meet- 
ings with other accountants. He can 
perhaps gain more benefit from these 
discussions than he could from pre- 
paring a staff manual. His memor- 
anda could be limited to the few 
things he feels must be in writing for 
the guidance of his staff. Instructions 
could be developed gradually, one 
item at a _ time. Clients’ state- 
ments could be used as models. 
Perhaps if all these suggestions were 
followed, office manuals would not be 
a problem for the small firm. 

A panel member, with a firm which 
was formerly local but has now merg- 
ed with a national one, feels that the 
sole practitioner lacks the advantage 
of being able to talk over administra- 
tive problems with partners. He 
should encourage his Institute or 
Chartered Accountants Club to carry 
programs in this area as well as in 
technical fields. He can gain much 
from round table discussions with his 
fellow members. He will find that 
many of his problems are common to 
all. In many cases, he will be reas- 
sured because his solution is in ac- 
cordance with what is being done by 
others. In some cases, he will find 
that another practitioner has a very 
good solution to what has troubled 
him. Such discussions could lead to 
sources of material for manuals. 


What Are Your Views? 

I would like you to write me and 
say if you feel that it would be help- 
ful to publish in this column specimen 
material from actual staff manuals. 
Your comments on this and other sub- 
jects are welcome at all times. 


LEGAL LIABILITY 


In The Secretary, May 1954, Mr. 
Raymond Walton, M.A., B.C.L. com- 
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ments on “Qualifications of Legal Lia- 
bility”. “Do right,” says the old ad- 
age, “and fear no man; don't write, 
and fear no woman.” There are four 
phrases which may be used in corres- 
pondence with a view to limiting one’s 
legal liability in the event of any fu- 
ture lawsuit. They are “subject to 
contract; without prejudice; private 
and confidential; and E. & O.E.”. Use 
of these safeguards might well have 
application in business dealings in 
which accountants sometimes become 
involved. 

When negotiating, say for the pur- 
chase of a practice, the problem arises 
as to how to negotiate in such a way 
that at no stage short of the final and 
complete contract is a party who de- 
cides that he does not wish to proceed 
any further, bound to go on. The 
use of the phrase subject to contract 
on any written material relative to 
the purchase is the safest and best 
tried method of arriving at an agree- 
ment in principle, without being in 
anyway committed to a final course of 
action. 


The use of the phrase without pre- 
judice is much more common. How- 
ever, there are some pitfalls to be 
avoided. This phrase is used to make 
' it safe, when conducting negotiations, 
to make concessions from what are 
one’s strict legal rights, without later 
having these concessions used against 
one as evidence in the event the nego- 
tiations break down. When a par- 
ticular course of negotiations is in- 
itiated by a letter headed “without 


prejudice” the safeguard is usually 
obtained. However, there must be a 
dispute in evidence. For example, a 
letter which said “without prejudice, 
pay me $100 or I will accuse you of 
a serious crime” clearly provides no 
protection. Nor can one party impose 
upon the other, who refuses to hold 
any further correspondence with him, 
any restrictions as to how he uses any 
letters he receives. 

The words “private and confiden- 
tial” which are used so freely in 
modern correspondence offer little 
legal protection. The use which a 
person makes of information con- 
tained in a letter addressed to him, 
however marked, is primarily his own 
affair. 

The formula “E. & O.E.”, errors and 
omissions excepted, — more commonly 
encountered on invoices or bills of ac- 
count, leaves an opening for correc- 
tion of errors in a bill rendered. How- 
ever, if an acknowledgment of a debt 
has been clearly stated and accepted 
without any qualification whatsoever 
then it is questionable whether the 
previous use of “E.&O.E.” will pro- 
vide an out. 

To sum up then, these four com- 
mon forms of qualification, properly 
used in the right places may produce 
the desired effect. Used out of turn in 
the wrong places, their usefulness 
ceases. “Businessmen cannot expect to 
keep their letters out of court by writ- 
ing ‘without prejudice’ across them; 
they might just as well keep their 
fingers crossed.” 
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Tax Review 


BENEFITS TO SHAREHOLDERS 


The joint recommendations on the 
Income Tax Act submitted by the 
Canadian Bar Association and the 
Canadian Institute of Chartered Ac- 
countants published in the March is- 
sue of this journal contain recommen- 
dations of considerable interest which 
should, if adopted, improve further 
our already well designed Income Tax 
Act. Of special interest is the plea 
against widening divergence between 
business and taxable income which, if 
continued, will eventually confuse the 
principle of a tax on income. The 
subject of non-deductible business ex- 
penses has already been well present- 
ed and ought now to be considered 
thoroughly by the legislators as well 
as the courts. Another point of in- 
terest is that accountants and lawyers 
have seemingly now agreed that ad- 
vance tax rulings should be issued by 
the Department of National Revenue 
and have so recommended. 


The first recommendation, concern- 
ing loans to shareholders, is perhaps 
of less general interest, but it does 
serve to remind one of the interesting 
and difficult problems which can oc- 
cur in transactions between a com- 
pany and its shareholders. Although 
a corporation is an entity quite sep- 
arate from its shareholders, it is never- 
theless recognized that it has an in- 
terest in favouring not only its em- 
ployees and officers but also its share- 
holders. As far as officers and em- 
ployees are concerned, whatever bene- 
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fits they may receive by virtue of their 
employment are quite simply and defi- 
nitely brought into income through 
the provisions of sections 5 and 25 of 
the Income Tax Act. As for share- 
holders, benefits conferred upon them 
are covered by section 8 which is 
often overlooked, ignored or misun- 
derstood. 


Subsection (1) of section 8 pro- 
vides for the inclusion in the share- 
holder’s income of any of the follow- 
ing: 

a) payments made by a corporation 
to a shareholder otherwise than 
pursuant to a bona fide business 
transaction; 

b) the appropriation of funds or 
property of a corporation in any 
manner whatsoever to or for the 
benefit of a shareholder; 


c) the conferring of a benefit or ad- 
vantage upon a shareholder. 


Excluded from the above are stock 
dividends, stock rights and payments 
made on the redemption of shares, re- 
duction of capital, winding-up or re- 
organization of the business as these 
are specifically provided for under 
section 81 dealing with undistributed 
income. 


The wording of this section is broad 
enough to embrace almost any trans- 
action between a shareholder and his 
corporation, even if the person is only 
a minority shareholder. It is to be 
noted that under this particular sub- 
section the amount or value of the 
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benefit must be included in income 
and is not a dividend, so that the 20% 
dividend credit will not be available 
to the individual shareholder. 


One very common type of bene- 
fit is that which arises from the 
free use of a dwelling, automobile or 
other asset, the value of which should 
be included in computing the share- 
holder’s income. Similarly, if the use 
of such assets is provided at a reduced 
price, the difference between the price 
paid and the value to the shareholder 
is regarded as income. It should be 
noted, however, that it is the value 
to the shareholder that must be in- 
cluded in income which is not neces- 
sarily the cost to the company. This 
is often misunderstood and sometimes 
produces odd results. For instance, in 
one particular case, a corporation 
rented a dwelling which it owned to 
its principal shareholder at a figure 
which, after the deduction of taxes, 
insurance and depreciation, produced 
a substantial loss in the books of the 
company. The Minister of National 
Revenue attempted to assess the 
shareholder on the amount of the loss 
incurred by the company but it was 
proved that the rental paid by him 
was reasonable in the circumstances 
“ and that no benefit was, in fact, be- 
ing conferred upon him. 

Similar problems arise where a com- 
pany purchases assets from its share- 
holders at a price in excess of the fair 
market value. In the case of Losey v. 
M.N.R., the appellant, who had been 
in business for 18 months, incorporat- 
ed his business and sold goodwill to 
the company for some $76,000. It was 
ruled that the value of this goodwill 
could not have been much more than 
$1,000 and the company was thus 
conferring a benefit upon the share- 
holder by paying $75,000 too much, 
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which amount was therefore taxable. 
The reverse situation also creates tax- 
able income in that assets sold by a 
company to its shareholder or share- 
holders at less than fair market value 
confer an advantage upon them which 
is taxable. In the case of No. 403 v. 
M.N.R., a house costing $45,000 was 
sold to the controlling shareholder for 
$38,000. The Minister assessed him 
on $7,000 which he considered to be 
the value of the benefit. The Income 
Tax Appeal Board ruled that, on the 
basis of two independent appraisals 
giving values of $42,000 and $47,000, 
the value established by the Minister 
of $45,000 was reasonable and that a 
benefit of $7,000 was thus conferred 
upon the shareholder. Although the 
value of $45,000 established by the 
Minister was presumably based upon 
the original cost of the house, never- 
theless, it had to be proved that this 
was the value to the shareholder. 
With respect to depreciable assets 
that may be the subject of transac- 
tions between a shareholder and his 
company, special problems often arise 
in that, if they are not dealing at 
arm’s length, the capital cost to the 
purchaser cannot exceed the cost to 
the original owner for purposes of de- 
preciation. Thus, if a company sells 
depreciable assets to a shareholder 
for his use in a business, the share- 
holder may not use a capital cost for 
depreciation purposes of more than 
the original cost to the company and 
yet, if the fair market value is great- 
er, a taxable benefit will be conferred 
upon the shareholder if the assets are 
transferred at undepreciated capital 
cost or even original cost — a dilem- 
ma indeed! Fortunately, the Depart- 
ment of National Revenue has not as 
yet seen fit to take advantage of this 
very far-reaching subsection as far as 
depreciable property is concerned, 





| 
| 





— = = oe = 


war evweens & 


’ 


ce 


Aa ti VOoer Wn 1 A 


= 


ER PRR ree 


TAX REVIEW 


presumably because of the effect of 
section 20(4) which deals with non- 
arm’s length transfers of depreciable 
property. 

Of course, before subsection 1 of 
section 8 can be applied, it must be 
established that a benefit has actually 
been received by the shareholder. 
The difficulties which may be en- 
countered in this connection are well 
illustrated by the recent Income Tax 
Appeal Board case of No. 494 v. 
M.N.R. In this case, it was the prac- 
tice of a private company to make a 
cash gift of $10,000 to each child of 
any shareholder upon the occasion of 
his or her marriage! The son of the 
appellant received the usual $10,000 
on his marriage and the Minister of 
National Revenue attempted to tax 
the father, who was a minority share- 
holder, on this amount. Fortunately 
for the taxpayer, it was held that no 
funds or property were appropriated 
to or for his benefit and that no ad- 
vantage was conferred upon him, al- 
though he must have been gratified 
to be a witness to the sudden and sub- 
stantial improvement in his son’s fi- 
nancial condition. The Minister also 
attempted to invoke the provisions of 
section 16(1), which provide that a 
payment of money, rights or things 
made pursuant to the direction or 
with the concurrence of the taxpayer 
to some other person for the benefit 
of the taxpayer or as a benefit that 
the taxpayer desired to have con- 
ferred on the other person shall be 
included in computing the taxpayer's 
income to the extent that it would be 
if the payment had been made to him. 
However, the Board found that this 
section did not apply for several rea- 
sons, namely: 


1. There was no liability actually 
due to the taxpayer, payment of 
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which he could direct to be made 
to someone else. 

2. The payment was not made pur- 
suant to his direction. 

8. The payment was not necessarily 
made with his express concurrence 
and that to rule that his accept- 
ance of the company’s policy re- 
sulted in his being liable for tax 
under section 16(1) could place 
directors in an impossible predica- 
ment. It was suggested that to ac- 
cept the Méinister’s contention 
would mean that directors could 
be liable for tax on gifts made to 
charitable organizations in which 
they were interested. 


It should not be overlooked when 
weighing the significance of the above 
that the appellant, although a direc- 
tor, was a minority shareholder and 
not in a position to control the com- 
pany. 

In contrast to subsection 1, which is 
so all-embracing and general in pur- 
pose, subsection 2 of section 8 is per- 
fectly clear and definite. It provides 
that where a corporation has made a 
loan to a shareholder, the amount 
thereof shall be deemed to have been 
received by the shareholder as a divi- 
dend unless: 

a) the loan was made in the ordinary 
course of its business of which 
lending money was a part, 

b) the loan was made to an officer or 
servant of the corporation to en- 
able or assist him to purchase a 
house, an automobile or shares to 
be issued by the corporation, or 

c) the loan was repaid within one 
year from the end of the taxation 
year of the corporation in which 
it was made and the repayment 
was not made as a part of a series 
of loans and repayments. 

From the foregoing summary of this 
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subsection, it is evident that all loans 
to shareholders are treated as divi- 
dends unless they meet one of these 
specific conditions. The 20% dividend 
credit may be claimed by individuals 
in respect of such deemed dividends, 
but no provisions exist for a subse- 
quent deduction from income by the 
shareholder if the loan is repaid or for 
a reduction of the company’s undis- 
tributed income if the loan is not re- 
paid. This makes the subsection a 
penalizing section as well as one de- 
signed to prevent tax avoidance. For 
example, if a company lends money 
to one of its shareholders for non- 
specified purposes and it is not re- 
paid within one year, the shareholder 
must treat the amount of the loan as 
a dividend and pay income tax there- 
on. There is thus no incentive for the 
repayment of the loan and, although 
the Act does not specifically permit 
the company to deduct such deemed 
dividends from its undistributed in- 
come, it may be possible to accomp- 
lish this indirectly. For instance, if 
the loan is not repaid, it would seem 
logical to treat it as a capital loss or 
as a disbursement not allowed as a 
deduction in computing income. 

In conclusion, it should not be over- 
looked that the provisions of both 
subsections 1 and 2 apply equally to 
corporate and individual sharehold- 
ers as well as both resident and non- 
resident companies. As a result, the 
consequences of this section can be 
quite troublesome, especially for non- 
resident shareholders who are unex- 
pectedly informed that they are liable 
for the non-resident withholding tax. 


THE LAW 
Profit Allocation — Again 


The federal regulations concerning 
the determination of gross revenue at- 














tributable to a permanent establish- 
ment in a province have been amend- 
ed, as is generally known. The new 
rules are substantially the same as the 
former rules for allocating income and 
now conform with those applicable 
under the Ontario Corporations Tax 
Act. The point of shipment basis has 
now been officially abandoned and the 
residence of the customer substituted 
as the point where profits are at- 
tributed. 


Where merchandise is shipped to a 
customer who resides in a province in 
which a permanent establishment is 
maintained, the gross revenue will 
be attributed to that province. If 
no permanent establishment is main- 
tained in the province, the gross rev- 
enue will be attributed to the estab- 
lishment which may reasonably be re- 
garded as having negotiated the sale. 
Similarly, where merchandise is sold 
to a customer but shipped to some 
other person the gross revenue is at- 
tributable to the province in which 
the customer (and not the other per- 
son) resides if a permanent establish- 
ment is maintained therein or to that 
establishment which negotiated sale if 
there is no permanent establishment 
in the province. In the case of ser- 
vices, the gross revenue is attributed 
to the province in which they were 
performed if a permanent establish- 
ment is maintained, and if not, to 
that establishment which negotiated 
the contract. Gross revenue derived 
from land or standing timber is at- 
tributable to the province in which 
the land or timber limit is situated. 
The rules contained in this paragraph 
are also applicable to individuals. 


In the case of corporations which 
are not resident in Canada but which 
have permanent establishments in this 
country, gross revenue and remunera- 
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tion paid applicable to establishments 
outside the country are to be excluded 
from the allocation formula. Techni- 
cal amendments have also been made 
to the definition of “permanent estab- 
lishment”. These amendments pro- 
vide that a branch or other fixed 
place of business or a stock of mer- 
chandise must belong to the taxpayer 
in order to constitute a permanent es- 
tablishment. 


Ontario Corporations Tax Act 


The Province of Ontario has amend- 
ed the Corporations Tax Act, 1957 to 
incorporate certain changes which 
were previously made by regulation 
and to change certain aspects relat- 
ing to permanent establishments, 
profit allocation and the Quebec 
abatement, all applicable to the 1957 
taxation year. 

The definition of a permanent es- 
tablishment has been amended to de- 
lete land, assets in a jurisdiction, an 
office solely for the purchase of mer- 
chandise and a charter or other in- 
strument of incorporation from the 
definition. However, where a corp- 
oration has or maintains any of these, 
it must pay a special business tax of 
$50. In addition, the $50 tax applies 
where a corporation possesses a li- 
cence under the Mortmain and Charit- 
able Uses Act, or a licence to do 
business in Ontario under Part IX of 
the Corporations Act, 1953. 

The rules for the allocation of in- 
come have been amended to conform 
with the new federal regulations dis- 
cussed above and are, in fact, iden- 
tical. With respect to corporations 


that have permanent establishments 
outside Canada, it is now clear that 
gross revenue earned and remunera- 
tion paid by the foreign establish- 
ment is to be excluded from the allo- 
cation formula. 
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The special provincial abatement 
in respect of Quebec taxes has been 
changed to provide that the normal 
allocation credit shall be reduced (or 
increased ) by the difference between: 
a) 9% of the Ontario taxable income 

allocated to that province (Que- 
bec) under that province’s own 
allocation methods. 

b) 9% of the Ontario taxable income 
allocated to that province (Que- 
bec) under the Ontario allocation 
methods. 

Sundry other changes have been 
made to repeal the special tax on ho- 
tels and to allow as deductions from 
income the cost of utility service con- 
nections and expenses of holding com- 
panies. 


RECENT TAX CASES 


Franchises 

Mr. Maurice, a sole proprietor, ac- 
quired an exclusive franchise for an 
unlimited period at no cost. Subse- 
quently, a limited company was form- 
ed to which the franchise was assign- 
ed for $50,000 for a period of ten 
years. The Exchequer Court ruled 
that, although the franchise was as- 
signed to the corporation for a limited 
period, the franchise itself was for an 
indefinite period and, moreover, could 
be terminated by either party without 
cause, by giving 30 days’ notice and, 
therefore, it could not be called a 
franchise for a limited period. Fur- 
thermore, it was ruled that the corp- 
oration and Mr. Maurice were not 
dealing at arm’s length at the time the 
franchise was sold and thus no capital 
cost allowance could have been 
claimed because the cost to the origi- 
nal owner was nothing. This was so, 
even though at the time of sale the 
solicitors who incorporated the com- 
pany were its only shareholders, be- 
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cause, as the law stood in 1952, a corp- 
oration could not deal at arm’s length 
with a person by whom it was directly 
or indirectly controlled. There was no 
doubt that the corporation was indi- 
rectly controlled by Mr. Maurice as 
the solicitors merely carried out his 
instructions. (M.N.R. v. Kirby Mau- 
rice Co. Ltd. (Ex. Ct.), 58 D.T.C. 
1033.) 


Securities in Satisfaction of Debt 

A builder took first and second 
mortgages for the balance of sale on 
houses that he sold to the public but 
deducted from income 50% of the 
face value of the second mortgages. 
Justification for this course of action 
was purported to be found in section 
24 which provides that where a per- 


CHARTERED ACCOUNTANT, MAY, 1958 


son receives a security or other right 
in satisfaction of a debt that was then 
payable, the value of the security 
shall be included in income. The Ap- 
peal Board upheld this contention al- 
though it thought that the value 
placed upon them was too low. On 
appeal to the Exchequer Court, it was 
ruled that the debt evidenced by the 
second mortgages was not “then pay- 
able” and could not, therefore, come 
within the provisions of section 24. 
All that was allowed was a mortgage 
reserve under section 85B. It would 
seem, however, that had the builder 
sold the houses outright for cash and 
then accepted second mortgages in 
satisfaction of the cash payment, the 
judgment would have been quite dif- 
ferent. (M.N.R. v. Burns (Ex. Ct.), 
58 D.T.C. 1028. ) 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants, and reflect 
the personal views and opinions of the various contributors. They are not designed as 
models for submission to the examiner but rather as such discussion and explanation 
of the problems as will make their study of benefit to the student. Discussion of 
solutions presented is cordially invited. 


PROBLEM 1 


Intermediate Examination, October 1957 
Accounting I, Question 4 (15 marks) 


A, B and C operated a partnership in which they shared profits and 

losses in the ratio 5:3:2. On December 31, 1956, C retired from the firm. 

The partnership agreement made the following provisions in the event 

of the retirement of a partner: 

(i) Net tangible assets are to be appraised and the partnership records 
are to be adjusted to reflect the appraised value. 

(ii) Goodwill is to be calculated by capitalizing, at 20%, the excess of the 
average annual earnings for the last five years over 7% of the 
appraised value of the net tangible assets. 

A summary of the balance sheet of the partnership at December 31, 1956 


showed: 








Net Assets Capital 
Net tangible assets ........... $110,000 Capital — A ......... $ 54,000 
Capital — B .. 31,000 
Capital — C 25,000 
$110,000 $110,000 
Net profits for the five years ended December 31, 1956 were: 
1952.... - ....$ 8,800 
Ms. sche 2 tat See 
1954 11,600 
Re thay htts Sites 11,100 
MO ir S tk Sra 10,100 


Net tangible assets at December 31, 1956 were appraised at $120,000 and 
C was retired with a cash payment equal to one-half of his adjusted capital 
and an interest-bearing note for the balance. 

On January 2, 1957, D was admitted to the partnership by purchasing 
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one-quarter of the capital interest of each of the remaining partners as ad- 
justed for appraisal and goodwill on C’s retirement. D made a personal pay- 
ment of $16,000 to A; and a personal payment of $10,000 to B. 


Required: 
Journal entries, complete with narratives, to record the retirement of 
partner C and the admission of partner D. 
lation supporting each journal entry. ) 


JournAL ENTRIES AS AT DECEMBER 31, 1956 


(1) Net tangible assets 





A’s Capital account 
B’s Capital account 
C’s Capital account 


To record increase in net tangible assets from book value of 
$110,000 to an appraised valuation of $120,000, and to apportion 
the appraisal increase of $10,000 to the capital accounts of A, B 


(Submit details of your calcu- 


A SOLUTION 
PARTNERSHIP OF A, B AND C 


and C on the basis of their profit sharing ratios of 5:3:2 


Goodwill 
A’s Capital account 
B’s Capital account 
C’s Capital account 


To record goodwill calculated at a 20% capitalization of the 


excess of the average annual earnings for the years 1952 to 1956 
over 7% of the appraised value of the net tangible assets — 


calculated as follows: 


Total profits for the five years ended 


December 31, 1956 


Average annual profit 


7% of appraised value of net tangible 


assets of $120,000 


Excess of average profits .. 


Goodwill capitalization of excess at 20% 
Pro-ration of goodwill to partners on 


basis of profit-sharing 
Ratio: A 5/10 

B 3/10 
C 2/10 








9,000 


5,000 
3,000 
2,000 


4,500 
2,700 
1,800 
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Cp) aaa CINE ok oo P02 i Se 28,800 
SR ae eee eee ee ee eee 14,400 
Interest-bearing note payable to C. ................. 14,400 
To record retirement of C from the partnership on re- 
ceipt of a cash payment equal to one half of his capital 
account and an interest-bearing note for the balance. 
See CUI fo OC ile SOF lel rh nds cation ev RikGs $15,875 
NC iiNet db tae a Wenrneina ann Su oneal regs 9,175 
Be sors ak a ee stink Sodaicomeaw dh oet $25,050 
To record transfer of % interest in capital 
of A and B to D. 
A B 
Balance sheet December 31, 1956... .$54,000 $31,000 
Adjustments — 
NIN Os a. pate ceo esed oewses 5,000 3,000 
NE ied cide Rawr mete 4,500 2,700 
$63,500 $36,700 
% of each . hn ile 8 5 Ay $15,875 $ 9,175 














require the first two of the journal 


Editor’s Note: The question does not specifically 
require some form of presentation of 


entries presented in the solution above, but it does 
the underlying calculations. 


PROBLEM 2 


Intermediate Examination, October 1957 
Accounting I, Question 5 (12 marks) 


The bookkeeper of J Co. Ltd. has prepared the following condensed 
statement of current operations: 


Prorir AND Loss STATEMENT 
for the year ended December 31, 1956 


lk ee oe ets ee ae ce eee. ete ae $1,072,400 
Cost of goods sold 854,300 
Gross profit . . $ 218,100 
Expenses .. 172,360 
EE eee GEN ek ck eS $ 45,740 


The president is concerned over the fact 


that, while sales have increased 


during the year, the gross profit has decreased from 30% to 20.3% in 1956. 
He asks CA to check the statement prepared by the bookkeeper. 
CA ascertains that the increase in sales was largely due to arrangements 
made during the year with brokers who were to act as consignment agents. 
The bookkeeper accounted for consignments as follows: 
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(i) No entries were made for consignments until consignees sold the 
goods. 

(ii) Sales reported by consignment agents were recorded net, after 
deducting commission of 20% and expenses averaging 4% of selling 


price. 
(iii) 1956 sales by brokers, as recorded on the books, amounted to 
$456,000. 


(iv) Expenses paid by J Co. Ltd. on unsold consignments were charged 
to “Consignments Expense Suspense Account”. As the consign- 
ments were sold, the applicable portion was charged to “Con- 
signment Sales Expense Account”. At December 31, 1956 a 
balance of $2,800 in the “Consignment Expense Suspense Ac- 
count”, representing expenses on unsold consignments, was closed \ 
out in error to sales. 


Required: 
A revised statement of profit and loss for the year ended December 31, 
1956 to be presented to the president showing the details of your calculation i 
of the figures included therein. ' 
A SOLUTION 
J Co. LTD. 
STATEMENT OF PROFIT AND Loss 
for the year ended December 31, 1956 : 
I ec a etry, Sesh Mel is A Bi ee Ai Ok ad $ 1,219,200 
I he der SE DEG es akan Ges ao kCR EN ehh ores 854,300 f 
CaPBMEED le ety ore tata vacnengaw ae se Se Ee $ 364,900 29.9% | 
NNR arse: AU eriwin ioc. we dancin es eee $120,000 
MEME Ne Oh, wiser ee eee ieee Seat er whee ee 196,360 316,360 
NR Soa Ate See tan Rt ey gi Ae taG. ok Re a $ 48,540 
CALCULATION OF CONSIGNMENT SALES | 
(AnmmnerONE RIES AS SRCOTOOD. 2... 5555 cnc ces dese does eases $ 456,000 : 
paca | 
Gross consignment sales 456,000 x 100 ...................... 600,000 j 
76 
NNR ries 8 gt ws sco Gicge aw > Seoed ie abi Meise wheal 120,000 
nb saaliiaien: i 
$ 480,000 
OT ts | Sah eager fn it co es oh oe go ee ato) ea a 24,000 


PROTA EIS. 
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CALCULATION OF SALES 





Sales per profit and loss statement ................000- cece $1,072,400 

Add: Consignment sales — as above .............. $600,000 
Consignment expense charged to sales in error.. 2,800 602,800 
$1,675,200 
Deduct: Consignment sales as recorded ...................... 456,000 
$1,219,200 

CALCULATION OF EXPENSES 

PGR RE Wied LONE MERION os as Roses Os ew De eae Saeed $ 172,360 
apes NEE OS WINES os ries cic bee oc SS cae reer 24,000 
$ 196,360 


Examiner's Comments 
The most frequent errors were: 
1. To add consignment commission and expense to cost of goods sold in- 
stead of to trading expenses. 
2. To neglect to calculate the new gross profit percentage. 


PROBLEM 3 


Final Examination, October 1957 
Accounting I, Question 4 (12 marks) 


A is considering the purchase of all the outstanding common shares of 
X Co, Ltd. which was incorporated on July 1, 1952. A has requested CA’s 
assistance in determining whether or not a price of $8.70 per share is 
reasonable. 

The following condensed balance sheet sets out the company’s financial 
position as at June 30, 1957: 


X CO. LTD. 


BALANCE SHEET 
as at June 30, 1957 


ASSETS 
ROR ONUE MEME IE NS 815 cr D5 5 ea en Ses aS oes BNO soca dae haven $ 81,640 
Fixed assets as per appraisal June 30, 1957 ............... 0c ccc eee eee ee 180,000 
MIELE CHIEN Ree Ieee a OR Penns Neg Rca ome eee beaks sare tes ee ee 10,000 


$271,640 
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LIABILITIES AND CAPITAL 


I i on 8 a eae rec pane iS Oe eS Res eee 


Capital stock: 
Authorized and issued: 


500 4% preference shares of a par value of $100 each, 


redeemable at 102 


20,000 common shares of no par value 
Appraisal increase credit .............. 
ONS Fh. 6.c.scsisis scans aubwedsw 


Cee ee wm wee eee wee ewe 


$271,640 


X Co. Ltd. has been operating for only 5 years and the annual net profits on 


operations were as follows: 


$68,400 








On examination, CA determines that the financial position as presented 
in the balance sheet and the results of operations as set out above are correct. 
CA also determines that X Co. Ltd. has paid the dividends on preference 
shares each year and in addition has paid annual dividends to common share- 
holders of 65% of annual net profits remaining after the payment of the 


preferred dividends. 


10% per annum is regarded as the average annual earnings on investment 


for a business of this nature. 


If A acquires the shares he will become general manager. This position 
is now held by one of the present shareholders at an annual salary of $15,000 
which is considered reasonable for the duties involved. 


Required: 


The advice that CA would give A as to the reasonableness of the price 
“of $8.70 per share together with reasons and detailed calculations to support 


his decision. 


A SOLUTION 


The price of $8.70 per share appears to be reasonable. It is slightly 
less than actual book value of the common shares, calculated as follows: 
Assets other than goodwill, per books of X Co. Ltd. 


Less current liabilities . 


RO 6k ..... 81,200 


preferred share capital (at redemption price) .. 51,000 


Net assets other than goodwill, applicable to common shares 


Book value per share 





$179,440 





20,000 


$261,640 


82,200 





$179,440 


$ 8.972 


S 
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The price of $8.70 per share is only slightly more than the capitalized 
earnings price at an interest rate regarded as average for the industry. Since 
the company has only been in operation for five years, it is reasonable to 
assume that its earnings for the first two years are no indication of the long 
term trend, For the past three years the average annual profit after pre- 
ferred dividends is $16,800. The average annual profit per share is 

a = 84 cents which, capitalized at 10% is $8.40 per share. 

For the most recent year earnings per share were 88 cents, or slightly 
better than a 10% return on the proposed price of $8.70 per share. Profits for 
each of the last two years have increased by $800 and this increase, when 
capitalized at 10%, is equal to 40 cents per common share. The trend 
suggests a rate of return somewhat higher than the average for this type 
of business. 

A may of course make changes in the salary which he will receive as 
general manager. The present salary of $15,000, which has been taken into 
account in determining the present rate of return per share, may make the 
investment additionally attractive to him. 


Examiner's Comments 
A considerable number of candidates made involved calculations of 
“average capital employed” and “super-profits” with no particularly clear 
object in mind. 





PROBLEM 4 


Final Examination, October 1957 
Accounting I, Question 5 (20 marks) 
(a) 
S is a married man with two children. His chief source of income is a 
salary of $15,000 per annum. In addition to this salary, S had the following 
investment income during 1956: 


Province of Ontario, bond interest . $4,700 
Apartment block, net rental income .... A 4,400 
Canada Co. Ltd., preferred share dividend ............ 1,500 
RR EE TIETONG ec coc fi cae Goodies wbs to av ee 20 
Monttapal totus, bond fitetest .. wc ee ee hae’ 300 


S owns an apartment block which contains twelve identical suites. S 
advises that he occupies one of the suites and pays the same monthly rent 
as all the other tenants. S pays a caretaker to perform all duties connected 
with the operation of the block and the caretaker pays full rent for the suite 
he occupies. The $4,400 income represents the net profit after all expenses, 
including the caretaker’s wages and depreciation. 

In 1950, S contributed capital to a business operated by his brother-in- 
law in return for which he was made a partner. During the year 1956, the 
partnership suffered a loss and S was advised by the partnership’s accountant 
that his portion of the loss for income tax purposes was $2,300. 
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S owns a dairy farm in the country which he intends to manage when he 
retires. At present he employs a farm manager and he visits the farm only 
when on business. The following is a condensed summary of the farm’s 
operations for the 1956 year: 

Milk sales ........ Pe a en meh Ona, $20,000 
Expenses: 
MINS ese erie cinta hve wineS Sere ae $14,000 
IRIE coh tee FA AP we a Oy ie 8,000 
Other operating expense, net ...... .... 15,000 32,000 





iste ir ND IRRT 6884 oes ot avid se Yea yee eee se $12,000 








During 1956, the municipal bonds, which S had purchased in 1945 for 
$9,500 plus brokerage fees of $50, were redeemed at par of $10,000. These 
are the bonds from which S received the $300 interest during 1956. 

S has given his wife Government of Canada Bonds every Christmas for 
a number of years. His wife had no income in 1956 other than the $600 
interest she received from these bonds. 

S’s two children are R, who is 22 and attends university, and M, who is 
15 and is still in high school. R worked during the summer months and 
earned $775 from which no tax was deducted. 

S’s mother is resident in England. During 1956, he sent her $330 to help 
supplement her small annuity which was her only other means of support. 

During 1956, S made the following donations: 


ee By Co a a eer $300 
LeeeneEN ORE RNID oe sie ob Sack Gace sass acu eee ais 500 
St. Mary's Church, London, England ................0.0.0005 100 


S made the donation to St. Mary’s Church upon the request of his 
mother and he has a receipt acknowledging the donation as being made by 
him. 

Required: 


.. Your calculation of the taxable income and tax payable by S for the 
1956 taxation year. 
(b) 
S desires to distribute his estate and proposes to make the following 
gifts during 1957 in cash by liquidating some of his investments: 





USMS MENTIONS Eis LAS ce, ok hh G aaarts atkel oasis oie wb oS $15,000 
AVEC EEE ear ete, ene rar ae ie Wong ay Ge te Sates 1,000 
To hison ........ ae See ea Pe ee ek oe 3,000 
To his church . Fa en Ek RI cemeten, si keane: Roe 10,000 

$29,000 








He will not give his usual Christmas gift of bonds to his wife in 1957. 
In addition he proposes to give his brother-in-law his equity in the partner- 
ship which is valued at $5,000. However, he is having his solicitor make the 
necessary arrangements so that this gift will not take effect until S’s death. 


} 
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Required: 
Your calculation of the total amount upon which S will be subject to pay 

gift tax in 1957. 
Editor’s Note: The examination paper presented to candidates contained a “Table 

of Federal Tax Rates for 1956” which included the following items: 

(g) $2,120 plus 33% of the amount by which the amount taxable exceeds $10,000 if 
the amount taxable exceeds $10,000 and does not exceed $12,000. 

(h) $2,780 plus 38% of the amount by which the amount taxable exceeds $12,000 if 
the amount taxable exceeds $12,000 and does not exceed $15,000. 

(i) $3,920 plus 43% of the amount by which the amount taxable exceeds $15,000 
if the amount taxable exceeds $15,000 and does not exceed $25,000. 

(j) $8,220 plus 48% of the amount by which the amount taxable exceeds $25,000 if 
the amount taxable exceeds $25,000 and does not exceed $40,000. 


A SOLUTION 
S 


CALCULATION OF TAXABLE INCOME FOR 1956 


2 Fa tliat pk aaah og kaa gellar cae ak $15,000.00 
Rental income 
Total net revenue from apartment block .............. $ 4,400.00 
Less portion applicable to suite occupied 
IN MD oes ga sidiaie hue NAGA AOA OOS 366.67 
4,033.33 
19,033.33 
Deduct ines: from: “pattneraliip ...... sc... ee os ed vse 2,300.00 
Allowable deduction for farming loss (one-half of 
loss before depreciation) ................. 4,500.00 
6,800.00 
12,233.33 
Investment income 
Preferred share dividend, Canada Co. Ltd. ........... 1,500.00 
Bond interest — Province of Ontario ................ 4,700.00 
ome MICIOGL PIOUS ois bbs 8 3:02 8.020 0'6 6'0 300.00 
MNMEMERE COL VORRTIR  RAREOBER. 655 5 5-F.2o05 js.5-0, cc 20buns sta ave sie avn oS 20.00 
Income on bonds donated to wife .................. 600.00 
7,120.00 
19,353.33 
Deduct personal exemptions 
MNP RMAT MEUM PA 5c Sa oh be ssh aS do SIO e OOS aE 2,000.00 
RRS es) VNe GE OD eco e SUS are pais SB Mud on awae Kae 150.00 
Child; 22 years of age, student ...........6.000e800- 400.00 
TAM I Se Ae wig Precio eter ain ek BU URE He COE ANS 330.00 
vr 2,880.00 
16,473.33 
Deduct donations 
Canacian Red Cross, Toronto’... 6c. eee wees 300.00 
Comanunity Crest, TOTO 2... oc si ieee eee eee. 500.00 
800.00 
TINS Sica fedex aa de tees cena $15,673.33 











S 


CALCULATION OF INCOME TAX PAYABLE 
Income and old age security tax 


ee |) 
On the next res OE Sen ietaiswd Sh 
15,673.33 








Surtax on investment income 
Investment income 
Less charitable donations 

PORINREUEMNE Oo onic tig fees ates aw seinen sO 





Surtax at 4% of . 


Deduct dividend tax credit (20% of $1,500.00) . 


Add excess of son’s income of $775.00 over maximum 
of $750.00 allowed ......... 


Tax payable .... 


(b) s 


CALCULATION OF AMouNT SuBjEcT TO Girt Tax 1n 1957 


Gifts subject to tax 
Wife 


Deduct exemptions 
Taxable income, 1956 .. 
Less taxes payable, 1956 


One-half of 


Amount subject to gift tax ................. 


Examiner's Comments 


FoR 1956 


$ 3,920.00 
289.53 


. 15,673.33 


4,072.13 
11,601.20 
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$ 4,209.53 


4,347.13 
300.00 


4,047.13 


$18,000.00 


5,800.60 


$12,199.40 


1. A large number of candidates omitted to deduct the portion of net profit 


attributable to the apartment occupied by S himself. 
2. The other common errors were treatin 


the donation to the church in 


England as allowable, and failing to add back to the husband’s income 
the $600 interest received by the wife on bonds which he had given 


to her. 
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PROBLEM 5 


Final Examination, October 1957 
Auditing I, Question 2 (14 marks) 


You are in charge of a discussion group for primary students on the sub- 
ject of the auditor’s report. Each student has been given a copy of the report 
suggested in Bulletin No. 6 by the C.I.C.A. Committee on Accounting and 
Auditing Research for use in reporting on the financial statements of com- 
panies incorporated under the Companies Act (Canada). During the course 
of the discussion, you are asked the following questions: 

(i) Is the examination referred to in the expression “I have examined 

the balance sheet of the .................. Company Limited as 
Dado rene ces ae and the statements of profit and loss and 
surplus for the year ended on that date” an exact and complete 
verification of the figures in the statements? 

(ii) What is the significance of the expression “My examination included 

a general review of the accounting procedures and such tests of 
accounting records and other supporting evidence as I considered 
necessary in the circumstances”? 

(iii) What is meant by the term “tests”? 

(iv) To what extent does the auditor have a free hand in deciding upon 

the scope of his examination? 

(v) What is the significance of independence of the auditor in relation 

to audit work? 


Required: 
Your answer to each of the above questions. 


A SOLUTION 


(i) The examination referred to is such an examination as the auditor con- 
siders sufficient to reveal any material discrepancies if they exist, and 
to satisfy himself that the financial information is fairly presented in 
all material respects. This kind of examination need not amount to an 
exact and complete verification of the figures in the statements. 

(ii) The expression signifies the auditor’s acceptance of responsibility for 
the kind and amount of work done, and is the means by which he puts 
himself on record as having reviewed the system in general and under- 
taken detail examination according to his judgment. 

(iii) The term “tests” in this usage refers to the detailed audit procedures, 
such as checking and spot testing or test checking, where a portion of 
work is examined as a basis for opinion on the whole of a particular 
phase of operations. 

(iv) The auditor determines the scope of the examination necessary to ex- 
press an unqualified opinion. The actual scope of his examination de- 
pends to a great extent on his evaluation of the effectiveness of a client's 
internal control. If control is good in concept and well carried out in 
practice, the extent of the checking which will be necessary is much 
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less than if control is non-existent, inadequate or poorly implemented. 
An auditor may accept an audit engagement in which the scope of his 
examination is restricted but he should then qualify his opinion so that 
those reading the audit report may know to what extent he is able to 
express an opinion and accept responsibility. 

(v) Independence is the major factor in audit work. Without it, no value 
is attached to the performance of an audit or expression of opinion. It 
is on the auditor’s reputation for independence that the public, creditors, 
and minority interests depend in evaluating statements prepared and 
presented to them. On its maintenance depends the auditor’s profes- 
sional integrity and prestige and his value to the business community 
he serves. 


THE INSTITUTE OF CHARTERED ACCOUNTANTS 
Timetable of October 1958 Uniform Examinations 
The Board of Examiners-in-Chief gives notice that the 1958 examina- 
tions of the Institutes of Chartered Accountants in Canada will be written 
according to the following timetable. The morning sessions will be from 
9 a.m. to 1 p.m. and the afternoon sessions from 2 p.m. to 6 p.m. 


Tuesday, October 14 
Morning session — Final Accounting I 
Afternoon session — Intermediate Accounting I 


Wednesday, October 15 
Morning session — Final Accounting II 
Afternoon session — Intermediate Accounting II 


Thursday, October 16 
Morning session — Final Accounting III 
Afternoon session — Intermediate Auditing I 


Friday, October 17 
Morning session — Final Auditing I 
Afternoon session — Intermediate Auditing II 


Monday, October 20 
Morning session — Final Auditing II 


Tuesday, October 21 
Morning session — Final Auditing III 
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BY PETER C. BRIANT, M.B.A., C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“Tue SoctaL ImMPpoRTANCE OF AC- 
COUNTING” by A. A. Fitzgerald. The 
Accountants’ Journal, February 1958, 
pp. 231-233. 

Sir Alexander Fitzgerald, chairman 
of the Australian Commonwealth 
Grants Commission, rightly accords 
the accountant a prominent and re- 
sponsible position in the spectrum of 
modern business management. He 
points to the important role played by 
the accountant in furnishing informa- 
tion for the planning and coordina- 
tion of the scale and nature of the 
enterprise; for the measurement of 
results achieved; and for the taking 
of corrective action when perform- 
ance diverges unfavourably from 
plans. 

An additional responsibility refer- 
red to by Sir Alexander, and one that 
is rarely mentioned, is the part the 
accountant can play in interpreting 
the word “profit” to the community, 
in explaining what it is and what it 
has to do. He urges accountants to 
challenge the view that profit results 
from the exploitation of the common 
man and that profit is not necessary 
for the working of the economic sys- 
tem. We should, he writes, stress the 
functions of profit: to compensate for 
the use of capital; to provide for the 
steady expansion and maintenance of 
productive enterprise and of national 
productive capacity; and to create a 
cushion against future contingencies. 


To Sir Alexander’s observations, 
one might also add that the profit he 
talks about is price determined, not 
price determining. All too often, 
critics of the free enterprise system 
regard profit as a component of cost, 
a view that is harmonious with the 
economist’s conception of normal pro- 
fit, rather than as a reward for doing 
better. The firm to criticize is not 
the one that makes a profit, but the 
one that does not. It is the latter that 
is wasting economic resources: it fails 
to use those committed to it efficient- 
ly enough to sell its output at current 
market prices and still have a surplus 
left over to meet the uses to which Sir 
Alexander Fitzgerald refers. 


“FINANCIAL MANAGEMENT FOR AN 
Exectrronic AGE’ by Wilson F. Seney. 
Dun’s Review and Modern Industry, 
February 1958, p. 41 et seq. 

Far from being shelved in favour of 
computers, financial and accounting 
executives now have opened up be- 
fore them new vistas stemming from 
developments in the electronic hand- 
ling of symbols and figures. As ma- 
chines take over the drudgery of an- 
alysis and problem solving, executives 
have the opportunity to concentrate 
on tasks that can be performed only 
by men and not machines. If they 
pursue their opportunities intelligent- 
ly, perhaps credit will go to elec- 
tronics for improving management 
practice as well as data processing 
techniques. 

The practice of financial and ac- 
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counting management is a function of 
men, not of machines. In the past, 
the important contributions of execu- 
tives have been non-mechanical and 
non-electronic. In the future, both 
groups of executives will continue to 
be valuable to business for the same 
basic reason as in the past: mana- 
gerial ability. 

The financial executive who dem- 
onstrates this thesis might be called 
the non-electronic controller. The 
success of such a man results largely 
from a firm grasp of five elements: 


1. An understanding of what the real 
job of a top manager is. 

2. Knowing how to work as a mem- 
ber of the management team by 
making positive contributions to 
the solution of management prob- 
lems. 

3. Good judgment in providing the 
information needed by manage- 
ment. 

4, Organizing his end of the business 
to discharge controllership respon- 
sibilities. 

5. Skilful handling of both his own 
working relationships and those of 
his subordinates. 


“SPEEDING-Up INTERIM CLOSINGS AND 

~ Reports.” Accounting Practice Re- 
port. N.A.A. Bulletin, Sect. 3, March 
1958; pp. 22. 

This is the fifth in a planned series 
of Accounting Practice Reports de- 
signed to organize and accelerate the 
exchange of information on industrial 
accounting practice. Each report is 
an organized summary of current 
practice in a limited area of account- 
ing, based on descriptions of current 
practice provided by N.A.A. mem- 
bers. 

The current report reflects the 
practices of 51 companies in expedit- 





ing interim closings. Such closings 
involve bringing transactions of a 
period, usually a calendar or business 
month, into summary form on the 
books. Practically, they also contem- 
plate the immediate transfer of fig- 
ures to reports to management for the 
period involved. 

The most positive showing of ex- 
perience with early closings revealed 
by the 51 reports is a specific indica- 
tion of time savings achieved. With 
a few exceptions, all contributors are 
sure that savings have been made 
without sacrifice of accuracy and 
without added costs. A tabular pre- 
sentation indicates the advance of 
closings in terms of days. 

The practice descriptions indicate 
that means used to achieve faster sav- 
ings include: 

1. Tightening of procedural steps of 
the closing. 

2. Introduction of better methods. 

8. Overcoming obstacles presented 
by particular classifications of 
transactions which the companies 
found difficult of early summari- 
zation. 

This report takes up the approaches 
to more rapid closings in the order 
given above and follows a considera- 
tion of these by some attention to re- 
porting devices described as used in 
connection with early closings. Also 
presented are answers to the follow- 
ing questions: What type of compan- 
ies undertook to alter their practices 
to achieve earlier closing? Why did 
they do so? Who took the initiative 
in the project by which it was ac- 
complished? How long did it take? 
What are the main requirements to 
attain program objectives? Are ma- 
chines necessary? 

It is noteworthy that a closing 
schedule to back up the closing pro- 
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cedure was found, almost to the ex- 
tent of a consensus, to be the prin- 
cipal time-saving device, with meth- 
ods improvement second in import- 
ance. Preparing intermediate sum- 
maries of accounting data during the 
month, either by days or weeks, and 
thus maintaining cumulative figures 
also received fairly emphatic atten- 
tion. Simplification of the chart of 
accounts, as well as the code utilized 
with it, and deferred processing of 
detail not needed for principal reports 
are other practices cited as a means 
of bringing closings forward. Achiev- 
ing faster and smoother closings 
through use of overtime and _ the 
training and assignment of personnel 
constitute the principal organizational 
factors dealt with in the descriptions. 
In general, however, only limited use 
of overtime hours is regarded as ap- 
propriate practice. Accounting equip- 
ment was utilized in several ways. In 
a few instances this took the form of 
a new installation. More often, it 
meant extended application of an 
existing system. In still others, it 
meant realizing potentials of the 
equipment through better scheduling, 


as with manual operations. 


MANAGEMENT 
“AN APPROACH TO INTERNAL PROFIT 


MEASUREMENT’ by Joel Dean. N.A.A. 
Bulletin, March 1958, pp. 5-12. 


A good internal measurement sys- 
tem should be designed to guide the 
division or other internal manage- 
ments whose results are being meas- 
ured and to assist top management 
and its staff in their tasks of apprais- 
ing and guiding divisional perform- 
ance. Aside from such desirable 
characteristics as simplicity, these are 
the only objectives of a measurement 
system. 
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For business decisions between al- 
ternate ways of doing something, the 
company wants the division manager 
to employ the “profit maximization” 
criterion. But the division manager 
will make his decisions correctly if he 
maximizes his operating result, which 
may be defined as a dollar measure 
that takes no account of any costs 
beyond the division’s ability to con- 
trol. The allocation of uncontrollable 
costs serves absolutely no purpose in 
helping a division manager with the 
current economic or managerial de- 
cisions he has to make. He cannot 
change them by any constructive ac- 
tion he can take, and success in 
covering the allocated portion should 
not be cause for a lessening of effort 
on his part. Clearly, the division 
does not benefit from a system of in- 
ternal profit measurement that aims 
at showing conventional net profits at 
the division level. 

The system’s functions of giving top 
management a basis for financial ap- 
praisal presents an even stronger 
case for avoiding the usual net profit 
concepts. Many of the financial ef- 
fects of joint costs and common poli- 
cies cannot be allocated to divisions 
in any sensible fashion; they need not 
be allocated for the profit centre to 
function smoothly. In fact, their al- 
location only gets in the way of evalu- 
ating divisional performance and is 
likely to distort the primary functions 
of the profit centre. 


The fullest potentialities of internal 
financial measurement can best be 
realized by clearly defining the rea- 
sons for measuring divisional results 
and then designing a system with 
these unique purposes in mind, not 
by imitating some other currently 
used reporting systems that were de- 
vised at other times for other pur- 
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poses. A good internal measurement 
system ought to aim to provide a 
well-ordered factual summary of cur- 
rent developments and their historical 
background should make it as easy 
as possible for management and staff 
to arrive at their own evaluations of 
these facts. It should recognize that 
a well-informed top management will 
derive little benefit from attempts to 
substitute a number of conventional 
and routine calculations for their own 


good judgment. 


MANAGEMENT SERVICES 


“MANAGEMENT ADVISORY SERVICES — 
OPPORTUNITIES AND LIMITATIONS” by 
Max Block. New York Certified Pub- 
lic Accountant, February 1958, pp. 
131-141. 


The devolopment of management 
services by accountants may increase 
the employment of existing manage- 
ment specialist organizations because 
accountants will increasingly stimu- 
late their utilization by clients. Our 
relations with other professions and 
specialized groups will develop a 
greater intimacy as collaboration and 
cooperation are increased. These 
groups, in turn, should advance the 
.. cause of the accounting practitioner 
as they, in their independent activi- 
ties, recognize the need therefor. 


Management services are adjunct 
services which evidence increasingly 
greater dimensions and may possibly 
reach the importance in time, for 
many practitioners, of the areas of 
service opened up by the federal in- 
come tax law. The traditional ac- 
counting services will, however, for 
a long time, constitute the bulk of the 
local practitioners’ services, and there 
must be no unwitting relaxation in 
our devotion to them. They are the 
foundation pillars of our practice. 


BOOK REVIEW 
Montgomery’s Auditing (8th ed.), by 
Norman J. Lenhart and Phillip L. 
Defliese; The Ronald Press, New 
York; pp. 766, viii; $10.00 

Like most Canadian accountants, 
this reviewer has grown up with one 
of the editions of this work at his 
elbow. No book is of greater value 
as a manual of current practice. 


Probably it is unfortunate that the 
book is entitled “Auditing”. The bulk 
of the work deals with the three sub- 
jects, accounting principles, internal 
control and financial statement pre- 
sentation. One tends to consult this 
manual for assistance with accounting 
or management problems. The two 
new chapters added in the eighth 
edition deal with non-auditing sub- 
jects, namely taxes and management 
services. 

It is a treatise in auditing, in the 
opinion of this reviewer, that the 
chief grounds for criticism can be 
found. The portions of the book that 
are devoted to auditing tend to be in- 
creasingly overshadowed by the treat- 
ment of the non-auditing topics. 

For example, one might anticipate 
considerable emphasis on analytical 
techniques. Neither the word “an- 
alysis” nor either of the phrases “fi- 
nancial statement analysis” or “state- 
ment analysis” is listed in the index. 
There is some brief mention of ratios 
and trends. 

This reviewer is disappointed by 
the increasingly timid approach to 
the public accountant’s role in pre- 
venting and minimizing fraud or 
error. The book suffers from a basic 
lack of unity between the detailed 
treatment and the general introduc- 
tion summarizing the auditor's ap- 
proach. The index caption “Fraud 
and Its Detection” lists a multitude of 
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detailed references. However, the 
general summarization invariably uses 
a negative form of words, for ex- 
ample, “the independent auditor is 
not indifferent to the possibility that 
fraud exists”. One can imagine the 
hard-boiled executive __retorting, 
“Good....... I should hope not!” 


The book uses the word fraud al- 
most as if it meant only “employee 
dishonesty” or embezzlement. There 
is no explicit mention of the more 
serious danger of fraudulent over- 
statement or understatement of earn- 
ings. 

There is a genteel understatement 
of the dangers that face business 
management in this general area. 
These are outlined in the chapter on 
internal control in the following 
words: “Unfortunately, experience 
teaches that not every bookkeeper is 
honest; neither is every workman, 
storekeeper, salesman or other person 
who has access to business assets.” 
One is tempted to ask, “Is the patient 
so ill that we need to whisper quite 
so softly? Might it not be wiser to 
ring the alarm-bell and spell out the 
dangers with blunt and simple di- 
rectness?” 

W. G. Leonarp, F.C.A. 
Kingston, Ontario. 


BOOKS RECEIVED 


“PRACTICAL FINANCIAL STATEMENT AN- 
atysis” (4th Edition) by Roy Foulke; Mc- 
Graw-Hill Company of Canada Limited, 
Toronto; pp. 712; $10.50. 


SHORTER NOTES 


“Tue ReTurRN ON Capital Concepr” by 
I. W. Keller. N.A.A. Bulletin, March 1958, 
pp. 13-21. 

The use of return on capital employed 
as a common yardstick for internal profit 
measurement and appraisal is discussed and 
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illustrated. Conceding that no ratio can be 
substituted for managerial judgment, the 
author argues that the return on capital 
formula is the best measure yet developed 
to assist management in its task, 


“PROFITABILITY INDEXES FOR CAPITAL IN- 
VESTMENT” by Joel Dean. The Controller, 
February 1958, p. 64 et seq. 


After outlining a comprehensive program 
of capital management, the author sketches 
four main phases of rationing: foresight; 
measurement of economic worth of capital 
proposals; screening and selection; and fol- 
low through. 


Four candidate yardsticks of investment 
desirability are then compared and ap- 
praised: necessity — postponability; pay- 
back period; level book rate of return; and 
discounted cash flow rate of return. In 
terms of requirements listed by Dean, the 
last yardstick makes almost a perfect score. 
The application of the selected yardstick 
is the final topic taken up. 


“ACCOUNTING IN TRANSITION” by William 
Werntz. The Journal of Accountancy, Feb- 
ruary 1958, pp. 33-36. 


A critical analysis of the main points in 
the most recent statement of accounting 
and reporting standards of the American 
Accounting Association. The 1957 state- 
ment is compared with those of earlier 
years, and is discussed in relation to ac- 
counting practices that have been given the 
stamp of approval by the American Insti- 
tute’s committee on accounting procedure, 
of which Mr. Werntz is the current chair- 
man, 


“INTERNAL AUDITING — A STATEMENT OF 
BASIC PRINCIPLES AND CONCEPTS” by United 
States General Accounting Office. The In- 
ternal Auditor, March 1958, pp. 13-25. 


This is a brochure published by the U.S. 
General Accounting Office setting forth its 
views on the role of internal auditing in 
government operations. In recent years, 
internal auditing has received greater recog- 
nition and acceptance by the government 
agencies in the United States. 





ee 





British Columbia 


J. C. Yolland, C.A. announces that he has 
acquired the interest of A. J. Shankland, 
C.A. in the accounting practice formerly 
conducted under the firm name of Camp- 
bell, Shankland & Yolland, Chartered Ac- 
countants. Henceforth the practice will be 
conducted under the firm name of Camp- 
bell and Yolland, Chartered Accountants, 
with offices in Nelson and Trail. 


Cowan & Cowan, Chartered Accountants, 
announce the merging of their practice with 
that of Berhard Fahy, C.A. Henceforth 
the practice will be conducted under the 
firm name of Cowan & Cowan, Chartered 
Accountants, with offices at 717 West Pen- 
der St., Vancouver 1. 


W. D. Alexander, C.A. has been ap- 
pointed treasurer of Inland Natural Gas 
Co. Ltd., Vancouver. 


Manitoba 


W. D. Love & Co., Chartered Account- 
ants, announce the removal of their offices 
to 302 Western Savings Bldg., 280 Smith 
St., Winnipeg 1. 


McDonald, Currie & Co., Chartered Ac- 
countants, Winnipeg, announce the admis- 
sion to partnership of Donald McL. Gordon, 
C.A. 


Ontario 
Smith, Winston, Wolman, Roth & Smith, 


Chartered Accountants, announce the re- 
moval of their offices to Continental Com- 
panies Bldg., 160 Bloor St. E., Toronto 5. 


D. R. McMillan, C.A. has joined Gorrie 
Advertising Ltd., Toronto, as chief ac- 
countant, 


Clarkson, Gordon & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of D. J. Finley, C.A., E. H. John- 
ston, C.A. and E. H. Orser, C.A. in their 
Toronto office and J. F. Robinson, C.A. in 
their London office. 


Quebec’ 


McDonald, Currie & Co., Chartered Ac- 
countants, Montreal, announce the admis- 
sion to partnership of Stewart W. Meldrum, 
C.A. 


Marcel Lemieux, C.A. announces the 
opening of an office for the practice of his 
profession at 1485 Blvd. de Il€Entente, 
Quebec 6. 


Wendell F. White, C.A. has been ap- 
pointed controller of Hollinger-Hanna Ltd., 
Montreal. 


Clarkson, Gordon & Co., Chartered Ac- 
countants, Montreal, announce the admis- 
sion to partnership of J. Carriere, C.A. 

Bringloe, Watt & Co., Chartered Account- 
ants, announce the removal of their offices 


to Rm. 305, 5165 Sherbrooke St. W., Mont- 
real 28. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 
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INSTITUTE NOTES 


VANCOUVER STUDENTS SOCIETY 


At the executive meeting of the Van- 
couver Students Society on March 13 the 
following officers and committees were ap- 
pointed for the 1958-59 year: president, 
Colin Pew; vice-president, Norman Mac- 
Kinnon; secretary, Allen Baxter; treasurer, 
Ralph Carle; public relations, Jack Rooney 
and Dave Gerow; education, Richie Mc- 
Cloy and Al Rosen; entertainment, Norm 
MacKinnon, Bob Brawn and John Lactin. 


ONTARIO INSTITUTE 


Professional Conduct — Pictures — Asso- 
ciates: The Committee on Professional Con- 
duct of the Ontario Institute considers it 
advisable to draw to the attention of its 
members two matters that are not men- 
tioned specifically in the rules of profes- 
sional conduct of the Institute. 

First, it is considered objectionable for 
any member associated with a practising 
firm or with a business which overlaps the 
field of public accounting to have his pic- 
ture included in any advertisement or paid 
announcement pertaining to such firm or 
business. 

Secondly, it is the responsibility of a 
member who is associated with non-mem- 
bers in a business which overlaps the field 
of public accounting to ensure that the 
non-members understand the limitations im- 
posed on him as a member by the rules of 
professional conduct, and in particular that 
his non-member associates should be made 
aware of the 1952 interpretation by the 
Council of such rules. This interpretation is 
published at the end of the Institute’s 
booklet of the by-laws. 


Notice: In accordance with by-law 60, no- 
tice is hereby given that Benjamin 
George Campin has been expelled from 
membership in The Institute of Chartered 
Accountants of Ontario. The Council or- 


dered the expulsion after a formal investi- 
gation of the Council held on March 14, 
1958 into a charge that Mr. Campin was 
unfit to continue a member, having been 
convicted at Kingston of a charge of theft 
under section 280 of the Criminal Code of 
Canada on November 22, 1957. 


QUEBEC INSTITUTE 


Second provincial conference: With techni- 
cal sessions scheduled for June 16 and 17, 
activities of the second annual provincial 
conference of the Quebec Institute will get 
under way Sunday evening, June 15 with 
registration and an informal reception. The 
conference will be held at Laval University, 
Quebec, and proceedings will include the 
78th annual meeting of the Institute. Mem- 
bers of all Institutes are cordially invited 
to attend. 

Topics being considered for inclusion in 
the program include problems of sole pro- 
prietorships and partnerships, estate plan- 
ning, management reporting, professional 
ethics and many others. Business sessions 
will end at noon on Tuesday, and golf and 
sightseeing will be arranged for Tuesday 
afternoon. 

Cost for the entire conference, including 
room Sunday and Monday nights and five 
meals, will be $25. 


Convocation: Certificates were presented to 
149 successful candidates at the annual 
convocation of the Institute on March 22 
at the Ritz Carlton hotel, Montreal. Cheers 
resounded in the packed ballroom as Nor- 
man Paul LeBlanc was announced as win- 
ner of the Governor General’s gold medal 
and C,I.C.A. prize for highest standing in 
Canada. J. A. deLalanne, president of the 
Canadian Institute, told the audience that 
Mr. LeBlanc had qualified for a free trip 
to the C.I.C.A. conference in September 
and that, since the conference will be held 
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in Montreal, he could have his choice of 
two bus tickets or two one-way fares on 
the tunnel train from Mount Royal to the 
Central Station. 

George P. Keeping, president of the Que- 
bec Institute, said that demands on and for 
chartered accountants are greater than ever 
before and there are no signs of slackening 
off. He pointed out to the new chartered 
accountants the advantages of their con- 
tinuing in practice for at least several 
years in order to gain the greatest variety of 
experience. 

Members and guests were welcomed by J. 
Emile Maheu, second vice-president of the 
Institute. 


ALBERTA INSTITUTE 

A brief has been submitted by the In- 
stitute of Chartered Accountants of Alberta 
to the Royal Commission on Education ap- 
pointed by the Government of the Province 
of Alberta. Representation has been made 
that the education curriculum should em- 
phasize: 

(a) Improvement in the standard of ex- 
pression and usage of the English 
language. 

(b) Neater handwriting on the part of the 
students. 


(c) Vocational guidance for students plan- 
ning to enter a professional career to 
ensure that proper course selection will 
lead to a senior matriculation standing 
rather than a high school diploma. 


EDMONTON C.A. CLUB 

On March 7, a dance held at the Hill- 
crest Country Club was attended by ap- 
proximately 40 couples. It was followed 
by a buffet dinner. This was the first mid- 
season dance held in some time and was 
received enthusiastically by the members 
and their companions. 

A luncheon meeting at the Corona Hotel 
on March 20 was highlighted by a talk by 
William Redpath, branch manager of a 
national business machine firm, on the sub- 
ject “Automation — its application to ac- 
counting and machine installation”. Ap- 
proximately 75 members and invited senior 
students and guests were present. 

At a recent annual meeting of the Ed- 
monton Yacht Club, new officers installed 
were commodore Allan McTavish, F.C.A., 
vice-commodore Gordon McClary, C.A. and 
sect’y-treas. Walter Howard C.A. Unoffi- 
cial reports indicate the club has floundered 
financially but with this executive at the 
masthead, a new course most certainly will 
be chartered! 


OBITUARIES 


THOMAS LOGIE 


The Institute of Chartered Accountants 
of Alberta announces with regret the pass- 
ing of Thomas Logie of Calgary. 

Mr. Logie came out from Scotland at a 
very early age and spent the rest of his 
life in Calgary. He became a member of 
the Alberta Institute in 1942 and was em- 
ployed as special Excise Tax Auditor in the 
Department of National Revenue. 

Mr. Logie was active in the Masonic 
Order; the Glencoe Club; Earl Grey Golf 
Club and Central United Church. 

He leaves a wife, two daughters and his 
parents, to whom sincere sympathy is ex- 


tended. 


C. G. M. MARROTTE 


The Institute of Chartered Accountants of 
Quebec announces with deep regret the 
death on January 22nd, 1958 of C. G. M. 
Marrotte. 

Born in 1888, Mr. Marrotte became a 
member of the Institute of Chartered Ac- 
countants of Quebec in 1925 and at that 
time was associated with the firm of Mar- 
rotte & Anderson. In January 1949 he form- 
ed the firm of Marrotte & Co. in association 
with his son and continued this practice 
until his death. . 

To his wife and family, the members 
of the Institute and Council extend their 
sincere sympathy. 


LS wer RMN: LT TT Ee ee SNE 


>rs 


TES Sa SNR ANTUNES 
em comer pm 


ERTIES 


CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
Closing date is 13th of preceding month. 


ACCOUNTING PRACTICE WANTED in 
Montreal by purchase or succession agree- 
ment. Box 766. 


WANTED: Purchase of a small accounting 
practice in Toronto area. Box 763. 


ACCOUNTING PRACTICES WANTED: 
Small or medium-sized, Toronto and _ sur- 
rounding area with radius of 50 miles. 
Box 772. 


WANTED: Growing medium-size industrial 
company in Toronto requires comptroller 
with experience in cost accounting and taxa- 
tion. C.A. or C.P.A. preferred. Opportun- 
ity for advancement. Write stating qualifi- 
cations, experience and starting salary re- 
quired to Box 770. 


CHARTERED ACCOUNTANT, with Ba- 


chelor of Commerce degree, municipal and 
insurance experience, age 31, requires posi- 
tion in Toronto area. Box 767. 


CHARTERED ACCOUNTANT, B.Comm., 
aged 33, with eight years of diversified pub- 
lic accounting and Federal Taxation Divi- 
sion experience desires position with indus- 
trial or professional firm. Box 771. 


PAKISTAN CITIZEN, age 23, university 
graduate (B.Comm. with major in a/c) 
seeks articled-studentship with C.A. firm. 
Exemption from F.Y. course and reduction 
in articles by one year obtainable (as to 
Canadian Arts graduate). Two years post- 
graduate a/c experience. Adequate allow- 
ance expected (About $138 p.m.). Avail- 
able by plane (own expense) in 10 days. 
Please write: M. M. Khan, Daem-Manzil, 
Hashimgazdar Road, Karachi — 1. 


C.A., 34, desires challenging industrial posi- 
tion in suburban Toronto. Experience in- 
cludes over two years as general account- 
ant and assistant office manager in indus- 
try, over eight years in public accountancy 
and a year with Income Tax Dept. Box 
769. 


C.A. STUDENTS: We require junior and 


intermediate students who are interested 
in gaining experience in a well-established 
firm in Kingston, Ontario. Reply in con- 
fidence to: Matthews Brothers, Partridge & 
Co., Chartered Accountants, P.O. Box 64, 
Kingston, Ontario. 


SAINT MARY’S UNIVERSITY, Halifax, 
invites chartered accountants who hold a 
university degree to apply for a full-time 
position on its Commerce Faculty. Quali- 
fications and experience will determine sal- 
ary and status. Direct correspondence to 
the Dean of Commerce. 


RECENT GRADUATE REQUIRED for 
chartered accountant’s Toronto office. Box 
768. 


POSITION WANTED: Chartered account- 
ant, age 52, Scottish training, five years 
Canadian experience (mining, commercial 
and professional) seeks post with small/me- 
dium company in Central or Southern 
B.C. Box 764. 


CHARTERED ACCOUNTANT, 28, avail- 
able for per diem work in metropolitan 
Toronto. Box 765. 


CHARTERED ACCOUNTANT with eight 
years diversified industrial experience seeks 
supervisory position with a progressive 
company. Box 773. 





CHANGE OF ADDRESS 
Members and students who change their address and advise 
The Canadian Institute of Chartered Accountants of such 
change should also notify their own provincial Institute. 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - ~- Calgary, Alta. 





PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - - Toronto 1, Ont. 


McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


486 











McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


802 Bay Street - - - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - : - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 
464 St. John Street - - -  - = Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 





MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 
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LIFE INSURANCE 


NORMAN COWAN, C.L.U. 


Estate Planning Taxation Specialist 
Business and Personal Life Insurance 


Pension Consultant 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA, 11 Adelaide St. W., Toronto 


TOM CROOKSTON 
Specializing in non-cancellable disability insurance 
Individual, partnership, “key-man” 


THE PAUL REVERE LIFE INSURANCE COMPANY 
WALNout 4-7733 


663 YoncE St., ToRONTO 


MORT. L. LEVY, C.L.U. 
Life Insurance Counsellor 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA, 11 Adelaide St. W., Toronto 
11 Adelaide St. W., Toronto 


APPRAISERS 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 


Real Estate 
EM. 3-2023 


347 BAY ST., TORONTO, ONT. 
J. I. Stewart, M.Com., M.A.I. G. I. M. Youne, B.Sc., A.R.I.C.S. 
W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 
SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bostey, O.B.E., F.R.I. 
Raymonp Bostey, C.P.M., F.R.I. 


Murray Bostey, B. Comm., F.R.I. 
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Spectalizing in 


Professional 
Group 
Lemtinental | Accident and 
Casualty | Sickness 
Company | INSURANCE 


Canadian General Manager 58 Years of successful underwriting 
Ross D. Hexns Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 


Annual Audit... 


The Annual Audit is obligatory and a 
means of verifying accounts. 

rudent investment practice involves the 
Prudent t t pract Ives th 
periodic verification of security values 
for the attainment of objectives. 
We are pleased to offer the advice of our 
Portfolio Department to assist you in 
your Investment Program. 


Burns Bros. & Denton 


Members: The Investment Dealers’ Association of Canada 
TORONTO + OTTAWA « HAMILTON «¢ WINNIPEG «© MONTREAL 





NOW AVAILABLE... 


Canadian 


Income Tax Appeal Board 


& 
Practice 
SECOND EDITION—by R. S. W. Fordham, Q.C.. LL.B. 


The first edition has been completely revised. Numerous new cases are 
cited and discussed and changes in the Board’s practice also are noted. 


Mr. Fordham covers a number of important subjects such as “in camera” 
hearings—the arbitrary assessment—evidence—rules of practice and 
procedure—to mention only a few. The techniques given will prove 
invaluable in presenting cases. 


Of timely interest is the fact that the proposed new federal Estate Tax 
Act provides that estate tax appeals will come before the Appeal Board. 


The following is an excerpt from a recent review by Fraser Robertson 
in The Globe and Mail:— 


“Mr. Fordham tells how to go about getting facts before the court and 

lists a good many [previous legal decisions] to set out the legal principles 
involved in such matters as dealings at arms length, capital gains, burden of 
proof, arbitrary assessments and so forth.” 


$6.00 


Immediate delivery, phone or write— 


CH, CANADIAN, LiMITED 


WMO NONNONONMMONONMMORMAOAAAAAAAANH? NRHN 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 132 St. James St. W. 
TORONTO 19, ONT. MONTREAL 1, QUE. 
BU. 3-3335 VI. 9-6954 








